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friendly aid now may keep them off the 
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Laurence M. Marks, Chairman 
Thomas Cochran, ‘Treasurer 
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If you are planning a new bank 
building, you ought to read... 


The Fundamentals of Good 
Bank Building 


By ALFRED HOPKINS 
Specialist in Bank Architecture 


It gives you complete information 
in regard to every phase of bank 
building; aids you in carrying 
out your own pet ideas; and sug- 
gests to you other ideas which 
have proven successful and which 
you might otherwise neglect. 


Written in a fresh and informal 
style, the book has the rare com- 
bination of being both entertain- 
ing and profitable. 


It is profusely illustrated, and 
attractively printed and bound. 


ORDER BLANK 


BANKERS PUBLISHING COMPANY Send for 
Book Dept.—465 Main St., Cambridge, Mass. 


You may send me postpaid for examination “The Funda- a copy 
mentals of Good Bank Building,” by Alfred Hopkins. 

Within five days after its receipt I will send you $7.50 
in full payment or return the book. on 
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Editorial Comment 


CONTROL OF THE PRICE LEVEL 
A omist the documents being sent out by the Econ- 


omists’ National Committee on Monetary Policy, a 
recent one by Professor Hudson B. Hastings of 
Yale University deals with the above topic. The paper 
points out the desirability of preventing such wide fluctua- 
tions in the price level as we have experienced in the past, 
and how substantial progress in this direction may be made. 
It is shown that from 1861 to 1865 prices of goods and 
services increased on the average by 200 per cent., and 
from 1915 to 1920 by 150 per cent. There was a gradual 
fall of prices from 1882 to 1896, at the rate of about 2 per 
cent. a year, and a similar rise at about the same rate from 
1896 to 1914. 
Professor Hastings says that if we are to control long- 
sustained tendencies toward undesirable upward or down- 


ward movements of the price level, we must find ways of 
controlling our supply of monetary gold as measured in 
dollars, and this he would do in the following manner: 


Several methods have been proposed but one of the best is to 
change the weight of gold in the dollar. By use of this method we 
could change the dollar value of our gold bullion supply either upward 
or downward by any amount and thus counteract tendencies toward 
undesired long-run changes in the price level. Experience indicates 
that such changes in the weight of the dollar need not exceed two per 
cent. a year. 


But the marked rise in prices in the periods cited had 
but little relation to the gold content of the dollar, nor 
could they have been measurably counteracted by the 
remedy Professor Hastings suggests. These violent rises 
in the price level both coincided with wars, one in the 
United States and the other world-wide. The moderate 
changes from 1882 to 1896 and from 1896 to 1914 were 
not such as to occasion concern. 

If war is the real cause of the violent rise in prices, it 
would seem that the remedy is not to be found in altering 
the gold content of the dollar, but in putting’ an end to war: 
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Professor Hastings thus limits the application of his 
remedy : 


But, however useful changes in the gold content of the dollar 
may be in controlling tendencies toward undesirable long-run move- 
ments of the price level, it is a device which should never be used to 
counteract the short-run, or business cycle, type of fluctuations. Care- 
ful analysis and our own experience during the past two years show 
that for such purposes it is both ineffective and dangerous. Control 
over the volume of bank credit money in circulation is the only proper 
device for lessening the business cycle swings of the price level. 


The “control of credit” implies something far beyond 
lodging power in the hands of a monetary board or even 
in placing it with the banks. Competent banking authori- 
ties have lately issued the reminder, that the extension of 
credit depends upon two parties—those who apply for the 
credit and those who grant it. Thus, before control of 
credit can be made effective, the hopeful or gloomy disposi- 
tion of men will have to be controlled also, a problem of no 
small magnitude. 

The advocates of scarcity seem never to have seen the 
possibilities of carrying out their ideas by rewarding banks 
for not extending credit. According to much current opin- 
ion, production and trade are dependent upon banking 
credit. Those who accept this view should have perceived 
its corollary, that the curtailment of credit would reduce 
production. By paying the banks not to lend to the 
producers of pigs and cotton, the production of these com- 
modities would have been diminished. It would not have 
been so politically popular to pay the bankers for reducing 
prices in this way as to reward the farmers directly. 
According to report, one “leading New York bank” did 
manage to get a large sum for not producing sugar. 


IMPROVED EARNINGS OF NATIONAL BANKS 


RADUALLY, the national banks are coming out 
t. of the red, as shown by the Comptroller of the Cur- 
rency’s report for 1935. Between June 30, 1934, 
and June 30, 1985, while capital of the banks increased 
from $1,738,792,000 to $1,813,970,000, and surplus de- 
creased from $854,057,000 to $831,846,000, net earnings, 
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including recoveries, increased from $384,834,000 to $448,- 
163,000. Against a deficit of $303,546,000 for the year 
ending June 30, 1934, there was an addition of $71,372,000 
to net profits for the year ending June 30, 1935. Aside 
from recoveries, the net earnings for the two periods were 
substantially the same—$249,483,000, June 30, 1934, and 
$249,931,000, June 30, 1935—but the recoveries showed an 
increase from $135,351,000 to $198,232,000 during the year. 

The notion has gained ground that the banks are no 
longer lending, but the report shows that for the year 
ending June 30, 1935, gross earnings on loans and dis- 
counts amounted to $346,995,000, and the interest on invest- 
ments to $323,491,000. “Other earnings” were $54,313,- 
000, but next to this the largest item was that of the trust 
departments, $26,479,000. Service charges represented 
$22,685,000, a substantial gain over the previous year. The 
national banks are showing large reductions in the amounts 
paid out on deposits and for borrowed money. Salaries and 
wages represent the largest item in the expense account. 

From the foregoing figures it will be seen that the 
national banks are again showing a margin of profit, which 
is still small but much better than the deficit reported for 
some time. This gratifying change represents in part the 
general improvement in business and in part the more care- 
ful management of the banks. 


SELLING BANK SERVICE 
Ny inspection of some recent advertising of one of the 


institutions competing with the commercial banks has 


led to the thought that these banks are altogether 
too modest in making known the value of their services. 
This same idea was expressed a short time since by Robert 
M. Hanes, president of the Wachovia Bank and Trust 


Company, Winston-Salem, North Carolina. Mr. Hanes 
said: 


I believe that the public’s use of bank credit facilities would be 
greatly extended if there was a more general understanding of the 
fundamental principles of bank credit and of the proper and profitable 
uses that business and individuals can make of bank loans. We must 
actively and energetically merchandise loans. It is not sufficient 
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simply to state our willingness to lend; we must make bank loans 
attractive to those who can use them safely and profitably. 


That a good many banks are recognizing the appro- 
priateness of this advice and acting upon it, a study of 
bank advertising will show. But much of the advertising 
is still of the institutional type, and seems designed 
more to impress other banks than to appeal to the public 
generally. 

Probably, as Mr. Hanes indicates, bank loans might 
be largely and safely expanded by showing the public how 
such loans could be profitably employed. To this the 
conservative banker will reply that this is not a part of 
his business, but that it is something which the applicants 
for loans must determine for themselves. It is the concern 
of the bank to decide merely as to the safety of the Joan. 

Still, in these times, when the demand for loans is slack, 
even the most conservative banker must loosen up a little. 
The belated advent of the “personal” loan and “consumer’s 
credit” are cases in point. 


INVESTMENT TRUSTS IN GREAT BRITAIN 


N interesting survey of fixed and flexible trusts in 
Acres Britain appears in a recent supplement of The 
Economist of London. How these aggregations of 
capital are growing is seen from the fact that while the 
total number at the end of 1932 was only three, it had 
grown to eight at the end of 1933, to thirty-two at the end 
of 1934 and to fifty-three at the end of 1935, and later 
additions bring the total up to fifty-six. 

The main principle of the investment trust is that of 
distribution. This distribution may be of several kinds, as 
geographical, industrial, and financial. Investors who wish 
to distribute their risks can do so with a comparatively 
small outlay of capital by the purchase of sub-units in an 
investment trust. 

Looking over the investments of the British trusts, one 
is struck by the fact that they chiefly represent ordinary 
and preference shares and very few of the gilt-edged class. 
Recognizing that these shares may, in many cases, deserve 
to rank as investments, the inclusion of so many of them, 
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and so few of the higher types of securities, would seem to 
warrant the inference that their investment character is 
mixed with a considerable degree of speculation. 

Although these trusts have of late shown a rapid in- 
crease numerically, their aggregate outstanding certificates 
are still much smaller than those of any one of the large 
London banks or insurance companies. 

The Economist expresses the opinion that the fixed 
trust is gradually giving way to greater flexibility of man- 
agement. 


THE SMALL DEPOSIT ACCOUNT 


ONG regarded by many banks as a source of loss, the 
small deposit account is now being considered as a 
source of profit. The reason for this change is to be 

found in the fact that some banks are now accepting such 
accounts irrespective of the balances which they show. Any 
number of deposits may be made and any number of 
checks drawn, a charge of five or ten cents being made on 
every deposit and every check. This differs from the gradu- 
ated service charge, which was applied in various ways, but 
generally had some relation to a minimum balance and the 
number of deposits made or checks drawn in each month. 
The new plan discards these conditions altogether. No 
minimum balance is required, and each transaction is 
charged a fixed rate. 

In the current number of THE BANKERS MAGAZINE 
there is a very interesting story of the growth of this new 
plan of banking. The reading of it brings to light a very 
pertinent question. It is this: What will happen when 
the aggregate of these small deposits is sufficient to show 
a profit when lent? No single deposit of itself may be 
profitable, except for the service charge, but should the 
aggregate of these small deposits become large enough, they 
ought to produce a profit when lent. This- problem hardly 
enters into the question now, with the existing plethora of 
bank funds and the slack demand for loans. But with a 
real revival of production and trade, the situation will be 
altered. 

The article published elsewhere explicitly states that 
this question has not been considered; that is, the balances 
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maintained by the small depositors have not been taken 
into account in estimating profits from the system, the 
service charge on deposits and checks being the only source 
of income on which revenue is calculable. 

Should the mass of these small deposits become so great 
as to be a source of additional profit, would the bank absorb 
this extra revenue, or pass it on to the small depositor? 

For many years the banks of the country welcomed 
small accounts, on the theory that a fair proportion of 
them would grow to an extent where they would show a 
profit. This theory experience did not sustain. It must 
not be forgotten, however, that the present unpopularity of 
the small account arises from several causes, such as the 
increased cost of doing business, and the glut of deposits 
corresponding with a slack demand for loans. Under such 
conditions, why should a bank wish to attract deposits for 
which no profitable use can be found? 

It seems that the New York bank which has expe- 
rienced such great success in attracting small accounts owes 
this success not merely to the popularity of the plan itself, 
but to the methods of making it known to the public. 
Herein bankers may find a lesson capable of interpretation 
and application to services other than those offered the 
small depositor. 


A SWELLING ERA 


HAT a revival in business is now well under way is 
: so evident as no longer to be in doubt. Steel produc- 
tion is the best in five years, power output is steadily 
gaining, building activity is growing, corporation profits 
are mounting, and even the banks are beginning to show 
a small margin of earnings above expenses. Controversy 
as to who performed this service may well give way to satis- 
faction over the event itself. There is hope that the present 
upturn may continue, although it is difficult to predict the 
effect of the political campaign when brickbats and dead 
cats fill the air. Faith may be held that the country will 
survive the result of this quadrennial contest, as it has so 
many others. 
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Can Credit Be Controlled? 


In Light of Reason and Experience, Author Concludes Prospects 
of Control Are Not to the Common Interest 


By James A. HOLLADAY 


REDIT control was a question of more than the original cash that it re- 
i little practical interest before the ceived. Under these conditions, the 
Great War. It was discussed in aggregate volume of credit was directly 
academic circles, but only rarely did it dependent upon the amount of gold or 
attract the attention of bankers and other primary reserves held by the 
business men. In foreign countries, par’ various banks. 
ticularly those that had established cen- The pre-war monetary stock of gold 
tral banks, it was more generally dis- in the United States, estimated at about 
cussed and a considerable body of in- 1.9 billion dollars was increased at the 
formation was available. But it attracted rate of about sixty million a year. The 
little attention in this country because accompanying gold movements brought 
of two significant facts. about a corresponding change in the 
Prior to 1913 the monetary system of primary reserves of the country thus 
every important commercial country affecting bank deposits and prices. A 
was based on an international gold net inflow of gold normally meant an 
standard. This meant that gold was the increase in bank reserves followed by 
circulating medium either actually or by an expansion of credit and rising prices. 
virtue of the fact that the various forms A net outflow meant exactly the oppo- 
of currency were freely convertible into site. The first large war imports of 
it. The commercial banks were forced gold in 1915-16 were accompanied by 
to hold gold or balances convertible into the usual economic consequences of ex- 
it large enough to redeem their obliga- panding deposits and rising prices. 


tions on demand to prevent insolvency. 
The day-to-day operations by means of CHANGES CAUSED BF MT 


which they did this, within limits, de- But the Federal Reserve Act, which 
termined the aggregate volume of credit had been passed in 1913, introduced a 
outstanding. Whatever credit control principle new to American banking. It 
was exercised, then, came as a by~ provided for the establishment of a new 
product of ordinary banking routine. group of institutions known as Federal 
Corb: speesine'rs cnr: Reserve banks, wherein the commercial 
banks of the country were enabled to 
In addition to this, our banking sys- transact business somewhat like that 
tem had the power to engender only a_ which their customers conducted with 
primary expansion of liabilities on the them. They were enabled to procure 
basis of a given volume of gold. The currency or deposit balances by redis- 
average reserve for the system was counting or selling paper on which they 
about 20 per cent. Consequently, a had previously advanced funds. In 
given amount of gold could be expanded other words, a mechanism had been set 
about five times by the banking system up whereby the member banks could in- 
as a whole. When an individual bank crease their reserves upon which to 
engaged in a liberal lending policy, how- make loans, without waiting for the 
ever, it quickly lost a part of its reserve gradual accumulation of gold or other 
through direct cash withdrawals or by primary deposits. 
unfavorable clearings. It could, there- These bankers’ banks were required 
fore, increase its deposits only slightly to carry only fractional reserves against 
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their deposits thus making it possible for 
them to pyramid credit or to create 
what is called secondary expansion. An 
amendment in 1917 reduced the aver- 
age reserve of the commercial banks to 
10 per cent. and required that they be 
held in the Federal Reserve banks in the 
form of a deposit balance. But since 
the latter institutions were required to 
hold a reserve of only 35 per cent. 
against their deposits, they had the 
power, by means of loans and discounts, 
to expand every dollar they acquired 
into $2.85 of reserve deposits. The 
member banks as a system could then 
expand this $2.85 reserve deposits into 
$28.50 provided there was a sufficient 
demand for loans. 


OPPORTUNITY FOR TESTING 


The necessity of financing the Great 
War soon provided an opportunity to 
test the effectiveness of the new credit 
machinery. The Treasury Department 
demanded and received the support of 
the banking system. The Government 
borrowed from the Federal Reserve 
banks on certificates of indebtedness is- 
sued in.anticipation of bonds which 
were to be sold to the public. But the 
general public was expected to procure 
a large part of the funds necessary to 
buy the bonds by pledging them as se- 
curity for loans at the commercial banks. 
These banks, in turn, could borrow 
from the Federal Reserve banks on the 
Government obligations as security. The 
balances obtained by this means could 
be counted as a reserve in the same 
manner as if they had been created by 
the deposit of gold. As a result, the 
decrease in European gold shipments 
beginning in 1917 did not seriously af- 
fect us. Without leaving the gold 
standard and without further additions 
to our gold stock, this country expanded 
credit to meet war demands. The com- 
mercial banks augmented their reserves 
by borrowing at the Federal Reserve 
banks. ‘Thus the bank deposits of the 
country came to rest on gold plus Fed- 
eral Reserve credit. 

When business activity and prices 
began to.drop off in 1920, deposits de- 


clined despite increased gold imports, 
Instead of having the accustomed effect 
of raising reserves and prices, gold im- 
ports now made it possible for the com 
mercial banks to liquidate their loans 
and. decrease their reserve balances, 
Thus, from 1917 to 1921, Federal Re 
serve bank credit acted as a kind of a 
cushion between gold movements, bank 
deposits, and prices in somewhat of an 
automatic fashion. 


GOLD STOCKS AND COMMODITIES 


From January, 1922, to January, 
1927, our gold stocks increased by about 
850 million dollars, demand deposits in- 
creased several times this amount, but 
commodity prices did not rise in a cor 
responding fashion. A partial explana- 
tion of these phenomena is found in the 
more active trade, the increased domes: 
tic and foreign new financing, advanced 
wages, and higher security and real es 
tate prices. In ‘addition to this, however, 
the Federal Reserve System, which had 
recently become free of Treasury domi- 
nation, developed a policy with respect 
to gold, which found expression in four 
ways. The Reserve banks, in the first 
place, discouraged the member banks 
from borrowing from them, and at the 
same time they declined to invest their 
surplus funds, thus resisting secondary 
credit expansion. Secondly, gold cer- 
tificates were paid into circulation in 
place of Federal Reserve notes. In the 
third place, the discount rate was kept 
as high as possible to avoid further in- 
flation, but not high enough to attract 
additional gold imports. 

Whatever imports did occur were 
partially neutralized by the sale of se 
curities in the open market. Likewise 
the loss of gold was counteracted by 
purchases of securities. Finally, under 
the leadership of Benjamin Strong, the 
Reserve banks facilitated the restoration 
of the gold standard abroad by means 
of a low discount rate and by liberal 
foreign credits. 

During the present Administration 
the scope of independent action on the 
part of the Federal Reserve System has 
been seriously curtailed and persistent 
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efforts have been made to again place 
it under Treasury domination. The 
most important legislation of this kind 
is contained in Title III of the Agri- 
cultural Adjustment Act of 1933, known 
as the Thomas amendment. It confers 
upon the President power to inflate the 
currency by practically all historically 
and currently known methods. Spe- 
cifically it gives him power: 


a. to direct the Federal Reserve banks to 
buy obligations of the United States Govern- 
ment in the open market to the extent of 
$3,000,000,000. 

b. to. direct the Treasurer to cause the 
Government to issue United States notes up 
to $3,000,000,000 for specific purposes. 

c. to fix the weight of the gold and the 
silver dollar at such amounts as he finds neces- 
sary and to provide for a bimetallic system. 

d. to reduce the weight of the gold dollar 
up to 30 per cent. of its present weight. 

e. to accept silver at 50 cents an ounce in 
payment of foreign government debts to the 
United States to the amount of $200,000,000. 


MANDATORY ACTS 


In addition to these discretionary 


powers given the President, many man- 
datory acts have been put into force the 
net effect of which is to place the Ad- 
ministration in a position virtually to 
dictate the financial policies of the 
banks. To mention only a few, the 
Banking Act of 1933 created the Fed- 
eral Deposit Insurance Corporation 
which is altering the operating practices 
of the banks from time to time and will 
no doubt eventually force all of them 
under Federal control. The Gold Re- 
serve Act of 1934 had the effect of vest- 
ing title to all monetary gold in this 
country in the Treasury of the United 
States. It also created a $2,000,000,000 
stabilization fund out of the profits of 
devaluation of gold when, and if, it oc- 
curred. Finally, this act amended the 
Inflation Act of the year before to per- 
mit the President to reduce the weight 
of gold in the dollar to not less than 
40 per cent. or more than 50 per cent. 

The Silver Purchase Act of 1934 de- 
clares it to be the policy of the United 
States ultimately to have the proportion 
of silver to gold in our monetary stock 
amount to one-fourth and directs the 


purchase of silver at home and abroad 
until this policy is effectuated. Finally, 
the Banking Act of 1935, by numerous 
amendments, further concentrates con- 
trol in the Government. 

The present Administration has 
adopted a program of action designed to 
produce more liberal credit. Its two- 
fold purpose, as stated by the President 
is: 


a. to restore commodity price levels and, 
in particular, to raise agricultural prices in 
relation to other prices. 

b. after appropriate levels 
reached, to stabilize them. 


have been 


The technical measures employed to 
accomplish these purposes have con- 
sisted of: 


a. the manipulation of money by devalua- 
tion of the dollar and by purchases of gold 
and silver; 

b. a concerted effort to control the bank- 
ing policies by establishing a huge stabilization 
fund, by dictating open market operations, 
and by reducing the Federal Reserve System 
to a kind of Government central bank; and 


c. the creation of a variety of financing 
institutions in special fields, of which 36 are 
described in a recent issue of Banking. 


INCREASE IN THE PUBLIC DEBT 


It is significant to note that our di- 
rect interest-bearing public debt has 
been increased from 20.5 billion dollars 
in December, 1932, to 29.6 billion in 
December, 1935. This is an increase of 
over 9.1 billion dollars in three years. 
In December, 1935, over one-half of the 
entire public debt was held by the banks 
of the country. Although the gold hold- 
ings of the Government decreased some- 
what in 1932, they amounted to 10.1 
billion dollars in December, 1935. This 
increase of over 6.1 billion is accounted 
for by a so-called profit of 2.8 billion 
from gold devaluation and by purchases 
and imports amounting to 1.4 billion in 
1934 and of 1.9 billion in 1935. Mem- 
ber bank borrowing at the Reserve 
banks decreased from approximately 900 
million in 1929 to a scant 9 million in 
December, 1935. But the excess re- 
serves of these banks increased during 
the same period by some 3.2 billion dol- 





394 THE BANKERS MAGAZINE 


lars reaching an all time high of 3.3 
billion dollars during the second week 
of December, 1935. 


Assuming that the Federal Reserve 
banks and Board maintained a passive 
attitude, the commercial banks could 
theoretically expand these excess re- 
serves into about 30 billion of deposits, 
provided they could find a sufficient de- 
mand for credit. In like manner, if the 
2.8 billion from gold devaluation, 2 bil- 
lion from silver purchases, and 2 to 214 
billion from bonus legislation are put to 
commercial use, these reserves would 
tend to increase by an additional 7 bil- 
lion or thereabouts, thus making legally 
possible an additional expansion of 
about 70 billion dollars. On the other 
hand, if the Federal Reserve System ac- 
tively encouraged applications for credit 
and engaged in open market operations 
and altered reserve requirements to the 
extent of their powers, a perfectly fan- 
tastic credit expansion could be attained. 


MEANS FOR OPPOSING INFLATION 


What practical devices, then, does the 
Federal Reserve System have with which 
to combat or control inflation? Perhaps 
the best known is the rediscount rate. 
In theory, if this rate is raised, credit 
should tend to be contracted because of 


its increased cost. Reducing it, on the 
other hand, should decrease the cost of 
credit and tend to cause an increase in 
its use. At best, this device can affect 
only those banks which are borrowing. 


Consequently, in order to make it 
generally effective, open market opera- 
tions are frequently carried on simul- 
taneously. Here the Reserve banks take 
the initiative and buy or sell securities 
depending upon whether they wish to 
augment or dry up the reserves of the 
member banks. In general, if it is de- 
sired to increase the volume of out- 
standing credit the rediscount rate is 
lowered and securities are purchased in 
the open market. This action deprives 
the banks of earning assets, but enables 
them to replenish their reserves at lower 
cost. If it is desired to contract credit, 
exactly the opposite processes are fol- 


—. 


lowed; the rediscount rate is raised and 
securities are sold. 


Rationing credit is another device 
that has several uses. It is used by the 
commercial banks in a loose way to limit 
a customers’ accommodation to some 
multiple of his average balance. The 
Federal Reserve banks have used it in 
fixing a normal line of credit for the 
member banks. In 1918 and 1919 an 
effort was made to ration credit by hav- 
ing the member banks differentiate be- 
tween essential and non-essential indus- 
tries in granting loans. In general this 
was unsuccessful. In 1920 and 1921 
progressive discount rates were imposed 
in some districts upon those banks which 
continually exceeded their normal line 
of credit, but unfavorable court deci 
sions made it necessary to discontinue 
this practice in August, 1921. 


PAYING OUT GOLD CERTIFICATES 


Another device, previously mentioned, 
is to pay out gold certificates in place 
of Federal Reserve notes to resist expan: 
sion and to follow the opposite policy 
to encourage credit expansion. Its ef- 
fectiveness depends upon the fact that 
a dollar of gold will support only one 
dollar of certificates whereas it will per- 
mit the issuance of $2.50 in notes. 
Publicity and persuasion are devices by 
means of which the action of the mem 
ber banks may sometimes be influenced. 
Where these fail, warnings may be is 
sued to the offending banks or to all 
the banks in general. But their prac: 
tical value depends largely on whether 
or not the banks believe the Board has 
the means to enforce them. 


One of the most effective weapons 
possessed by the Reserve banks is the 
power to refuse to rediscount eligible 
paper. It likewise can be applied to 
an individual bank or to the entire sys 
tem. Its effectiveness, however, depends 
upon whether or not the banks are re 
discounting. Although this right was 
questioned at first it is now established 
by precedent and judicial approval. 

A number of new instruments have 
been added during the depression for 
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the primary purpose of restraining 
speculative activities. The Banking Act 
of 1933 requires the Federal Reserve 
Board to keep itself informed concern- 
ing any undue use of credit for specula- 
tive trading in securities, real estate, or 
commodities and it directs the Reserve 
banks to give consideration to these 
findings in granting or refusing accom- 
modation. The Board is further au- 
thorized to fix for each district the per- 
centage of individual bank capital and 
surplus which may be represented by 
loans secured by stock or bond collateral. 
If, in the face of warnings from the 
Board, a bank continues to increase its 
commitments of this nature, certain of 
its loans at the Reserve bank become 
due immediately and it may be sus- 
pended from using the facilities of the 
Reserve system. 


The Act of 1933 also authorizes the 
Board, on affirmative vote of a majority 
of its members, to raise the reserve re- 
quirements of the respective member 
banks by not more than twice their 
present amount. Within these limits, 


the reserve can be raised or lowered to 
prevent injurious expansion or contrac- 
tion of credit. 


SECURITIES ACT 


The Securities Exchange Act of 1934 
authorizes the Federal Reserve Board to 
prescribe rules and regulations with re- 
spect to the amount of credit that can 
be extended or maintained on any secu- 
rity, except those specifically exempted. 

margin requirement is set up by the 
act which may be used initially, but the 

rd is permitted to lower this margin 
when necessary to accommodate com- 
merce and industry or to raise it when 
fequired to prevent excessive use of 
credit to finance transactions in secu- 
rities. 

The Secretary of the Treasury has a 
stabilization fund of two billion dollars 
created by the devaluation of the dollar 
which was intended to be used primarily 
to stabilize our currency with reference 
to those of other countries. In case it 
§ not needed for that purpose, however, 
it could be used to purchase Govern- 
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ment securities in the domestic market. 
Assuming that it has already been used 
to purchase large amounts of such se- 
curities, if it was then desired to check 
expansion, these securities could be sold 
to dry up the supply of surplus funds 
and counteract the inflationary process 
to that extent. 

When all other measures fail, Con- 
gress has left the trump card of taxation 
which is inherently deflationary. Con- 
sequently, if an undue extension of 
credit can be checked by no other means, 
heavier taxes could be imposed to prick 
the bubble of overenthusiasm. But what 
kind of a practical credit policy can be 
utilized to prevent an unhealthy expan- 
sion of credit? Should it be designed 
to stabilize the price level of the final 
output; or to stabilize the effective cir- 
culation per head of population; or to 
stabilize the consumers’ income? On 
these questions there is no general agree- 
ment. 

But even if a practical policy could 
be agreed upon, would it not prove im- 
possible to administer? Just how much 
credit would have to be injected to 
stimulate a given increase in prices? Cer- 
tainly, the Roosevelt Administration has 
found the response of prices to quantita- 
tive changes of credit anything but 
predictable. Is there any assurance that 
the people will respond in the same 
manner at different times to identical 
changes in the volume of credit? Fur- 
thermore, how can any administrative 
body know precisely when to begin its 
efforts to influence credit conditions? 
Finally, when contraction is clearly in- 
dicated, would any board dare fearlessly 
to start proceedings to bring it about? 
Would not those groups whose interests 
were adversely affected bring such pres 
sure on Congress that the administrative 
body would soon find its supposed free- 
dom from political interference lost? Is 
this not the history of virtually every 
politically independent body? 

In the light of reason and common 
experience, the prospects do not appear 
flattering that credit can or will be ef- 
fectively controlled in the common 
interest. 





Pea is sometimes expressed that 
finance companies and Government 
lending agencies may usurp the func- 
tions of commercial banks in the 
field of public service. 


Perhaps. 


It is noteworthy, however, that no 
substitute can be suggested that will 
supplant the facilities provided by 
our American system for the free 
interchange, collection, and payment 
of that most useful of all credit in- 
struments — the check. 


It is the quality of service such as 
this bank renders that makes bank- 
ing indispensable. 


THE 


PHILADELPHIA 
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Should Interest Be Abolished ? 


Age-Old Opposition to Payment of Interest Which Constantly 
Raises Its Head Makes This Discussion Applicable 
to Present-Day Conditions 


By HiraM L. JOME 
Department of Economics, DePauw University, Greencastle, Indiana 


terest are an inherent part of busi- 

ness. The principle of interest is 
one of the cornerstones of economic 
theory. The institution of interest is 
generally taken for granted. To attack 
it should be futile, to defend it useless. 
Attacks upon interest have been so fre- 
quent and criticisms are so widely ac- 
cepted as to justify a further considera- 
tion of the fundamental principles gov- 
eming interest and an analysis of its 
function and place in a modern eco- 
nomic order. 


Te: paying and receiving of in- 


EARLY OPPOSITION 


In earlier and more primitive societies 
people naturally showed a dislike for 
the taking of interest, because it might 
leave certain members of the population 
powerful and others unduly weak and 
dependent. In such systems much em- 
phasis was placed upon the preservation 
of economic equality. This opposition to 
interest found a place in both the Old 
and the New Testament and was very 
common in the writings of the Greek 
philosophers. Philosophical arguments 
did not, however, prevent the taking of 
interest in business practice. But the 
basic objections were perpetuated, and 
they finally manifested themselves in the 
arguments of the church authorities. 

ese arguments may be briefly sum- 
marized : 

1. Money is barren and has no power 
to reproduce itself. Therefore, a man 
who borrows money has a sufficient difh- 
culty in repaying the original loan with- 
Out remitting an additional sum. 

2. An attempt to charge interest is 
an attempt to charge for the use of time. 


Time is a gift of God. Therefore, an 
attempt to charge interest is an attempt 
to charge for a gift of God, which 
should be free to all. 

3. Money is consumed in the usage 
and has no value distinct from its usage. 
“When therefore a man restores the ex- 
act sum he has borrowed, he has done 
all that can be required of him, because 
to make him pay for the usage of this 
money is to make him pay for a thing 
that does not exist, or to make him pay 
twice for the same thing, and is there- 
fore dishonest.” (This is the argument 
of Thomas Aquinas.) 

4. Practically all loans were made for 
consumption, rather than productive 
purposes. There was, thus, a sentimental 
reason for the opposition to interest. 


DEVELOPMENT OF INDUSTRIES 
LEGITIMATIZES INTEREST 


Under the then existing conditions, it 
is easy to understand the attitude of the 
philosophers and of the church author- 
ities. They failed to understand that 
when an individual borrowed money he 
did not really borrow money, but rather, 
in effect, borrowed those things which 
the money would buy. A loan at in- 
terest was really a loan of goods. In 
short, the opponents of interest failed to 
appreciate the difference between money 
and wealth, or money and capital. 

When industries began to develop 
and loans were being made predomi- 
nantly for business purposes, to be used 
for the profit of the borrower, it was 
seen that the injunction against taking 
interest, while justifiable under certain 
conditions, was not consistent with a 
growing and constantly developing so- 


397 





———————————————————_—_—_—<KX = _ _—eeeee ee 


THE BANKERS MAGAZINE 


ciety in which production and profit- 
making played an important part. 
Accordingly, interest was legiti- 
matized. This was first done in Eng- 
land in the year 1545. A reaction set 
in and interest taking was again con- 
demned, but it was definitely legalized 
in 1571, and from that time to the pres- 
ent there has been very little objection 
to the taking of interest, though of 
course many statutes both in foreign 
countries and the American states are 
concerned with unfair practices and the 
charging of excess interest, or usury. 


RECENT ATTACKS ON INTEREST 


In recent years we have witnessed a 
renewal of the attacks upon interest. 
Some of these have their origins in the 
arguments of Rodbertus and Marx, who 
held that any individual who has large 
quantities of capital and land occupies 
a position which permits him to exploit 
his fellow citizens. They argued that, 
though the workers should be allowed 
the entire product of their labor, they 
get only a bare subsistence, while the 
surplus goes to the owners. Therefore, 
the argument runs, both interest and 
profits represent sheer robbery by the 
capitalist classes. 

The second great attack on interest 
comes from those who argue that since 
the Government prints its own money, 
it should not pay interest. It is extrava- 
gant to pay both interest and principal 
on bonds, when the Government could 
just as well issue paper money without 
expending anything at all for interest. 

This argument has been popularized 
especially by Henry Ford and Arthur 
Brisbane. In describing his plan for 
the development of Muscle Shoals sev- 
eral years ago, Henry Ford gave out the 
following interview: 


Army engineers say it will take $40,000,- 
000 to complete the big dam. But Congress 
is economical just now and not in a mood to 
raise the money by taxation. The customary 
alternative is thirty year bonds at 4 per cent. 
The United States, the greatest government 
in the world, wishing $40,000,000 to com- 
plete a great public benefit, is forced to go 
to the money sellers to buy its own money. 


At the end of thirty years the Government 
not only has to pay back the $40,000,000 
but it has to pay 120 per cent. interest: 
literally, has to pay $88,000,000 for the use 
of $40,000,000 for thirty years... . 

And all the time it is the Government's 
own money. The money sellers never created 
it. They got it from the Government origi- 
nally. The Government first gave credit, 
now it must pay for the use of what it gave. 


The Government needs $40,000,000. That 
is 2,000,000 twenty dollar bills. Let the 
Government issue those bills, and with them 
pay every expense connected with the com 
pletion of the dam. The dam completed, 
we can set the whole works running, and in 
a shorter time than you would suppose, the 
entire $40,000,000 issued can be retired out 
of the earnings of the plant. Other coun- 
tries seeing our success will undoubtedly do 
likewise. The function of the money seller 
will have disappeared. 


A DEFINITION OF INTEREST 


These recent attacks upon interest oc- 
casion the queries: What, after all, is 
interest? Why is interest paid? Why 
can it be paid? Is it possible to do away 
with interest? Is it feasible for the Gow 
ernment continually to pay for expendi 
tures by issuing its own money and thus 
save itself interest? 

Interest is the payment made by an 
individual for the use of capital. The 
renting of a team of horses by a farmer 
adds to the output of his farm. It makes 
the farm more productive and the 
farmer more efficient. He has no ob 
jection to paying rent for the horses. 
If the farmer borrows money to pur 
chase the team outright, he likewise 
should have no objection to paying in 
terest on the loan. 

A business man pays, let us say, $50, 
000 for a warehouse. If he rents it out 
he will charge the tenant not only 
enough to cover his taxes, repairs, and 
other annual expenses, but also a sufi 
cient sum each year to return to him 
his original money outlay. Though he 
himself paid for the warehouse in a lump 
sum, his investment is returned to him 
only by installments during the life of 
the building. To compensate for this 
delay, he makes an extra charge—a 
charge which the lessee of the warehouse 
is willing to pay because he can increase 
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his productivity through his control and 
use of the building without first having 
advanced the purchase price. 

From these principles it follows that 
a building which yields $1000 per year 
net in rentals for the entire life of the 
building, say fifty years, is worth today 
much less than $50,000. Similarly, if 
a building should be worth $50,000 and 
is leased out for its life of fifty years 
it would need to bring in a rental of 
much more than $1000 per year. 


SATISFACTION OF PRESENT WANTS 


All human beings tend to have a 
preference for the satisfaction of present 
wants. An automobile today is more 
valuable than the promise of an auto- 
mobile tomorrow. If the owner of 


money is to lend someone $1000 to per- 
mit the latter to buy and enjoy an auto- 
mobile today, while the lender is to go 
without today in order perhaps to enjoy 
one in the uncertain future, he will 
charge interest to compensate him for 


the delay in his use of the automobile. 


Most people have some sort of eco- 
nomic claim on society. Some, such as 
wage and salary earners, present their 
claims in the present even though 
strictly they may not be fully earned 
till a future date. Others, such as own- 
ers of money, defer their claims till 
the future even though they may have 
a right to them in the present. The 
former pay interest for their impatience 
and the latter receive interest for their 
waiting. 

The Marxian socialists frequently ar- 
gue that labor should obtain the full 
product of its labor. Thus, if a worker 
transplants a sapling from a man’s 
forest to a vacant field and the tree sub- 
sequently grows into a giant of the 
forest, the socialist claims that the 
laborer should be allowed the entire 
product of his labor, let us say $50, the 
price at which the tree sells. To this 
the capitalist replies that the worker can 
have the $50 if he is willing to wait for 
it. But the laborer argues that he can- 
hot wait, that he cannot eat the future. 

€ capitalist answers that neither can 


he realize the $50 till the tree is full 
grown. Hence, he will have to obtain 
from the savings of others the necessary 
funds to prepay the worker's wage. 
Thus, the best the worker can expect 
today is the present value of his future 
product, let us say $5. 


THE UNIVERSALITY OF INTEREST 


All types of society are characterized 
by interest in some form or other. As 
long as there is a difference between 
today and tomorrow, as long as people 
must satisfy their wants in the present 
rather than in the future, as long as 
goods are scarce, as long as there are 
improvements and changes in industry 
necessitating construction of new plants 
and factories, so long will there be in- 
terest. In short, about the only situation 
in which there would be no charge for 
interest would be in a stagnant, lethargic 
society in which there are no inventions 
and no progress, in which there would 
be no outlet for savings and in which 
the capital accumulations are so great 
that there is no need for more, in which 
human wants are satiated. Perhaps this 
represents an impossible situation. 


Let us assume a primitive society 
where there is little or no capital. The 
inhabitants have difficulty in catching 
enough fish with their bare hands and 
finding enough berries to eke out an ex- 
istence. Someone concludes that if they 
could construct a grass net similar to 
the spider web it would be possible 
greatly to augment the catch of fish. 
Therefore they assign someone to. make 
the net. This person obviously cannot 
both make the net and catch his usual 
supply of fish. His comrades will need 
to work longer hours catching fish or 
will consume less, in order to furnish 
a livelihood for him while fashioning 
the net. It would, of course, be pos- 
sible for all the people to co-operate in 
the work. The saving in this illustra- 
tion takes the form of the workers de- 
ferring part of their present consump 
tion of fish. The investment of the sav- 
ings is the construction of the net. ‘The 
interest lies in the fact that the people 
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give up the satisfying of some of their 
present wants in order to be able to live 
more comfortably and more abundantly 
in the future. That is, they satisfy 
fewer present wants in order to satisfy 
future’ wants more adequately. 


EXAMPLES OF NEED FOR INTEREST 


Let us next assume a progressive so- 
ciety in which there is no money and 
in which an autocrat has absolute con- 
trol. Assume that the king concludes 
that a warehouse is necessary in order 
to store provisions for the group. The 
king would probably order a number of 
men to leave their hunting, fishing, or 
raising of vegetables and devote full 
time to the construction of the building. 
There would now be fewer people pro- 
ducing the necessities of life, but the 
same number would be consuming as 
before. As a result, those keeping their 
old occupations would have to work 
more intensively and efficiently with, 
perhaps, longer hours. If this were not 


done all the people would have to con- 


sume less. Either process involves the 
saving and the deferment of present 
wants, so that in the future the people 
may have the use of a warehouse which 
would add to their future total of satis- 
factions. 


In a capitalistic society the essential 
processes are similar, but they are ob- 
scured by the use of money. The in- 
dividual who wants to save for the 
future will reduce his present consump- 
tion. That is, he will spend less than 
he earns, and may place the balance in 
a savings account. The bank lumps 
these savings with those of hundreds of 
other savers and makes a loan to a rail- 
road company which uses the money to 
buy a locomotive. If the saver pays in- 
surance premiums with his funds, the 
insurance company may place the money 
with the railroad company. Or if the 
saver purchases a share of stock or a 
bond of a corporation, the company will 
use the proceeds, let us say, to obtain 
a locomotive. In the final analysis it is 
the saver,.who buys the locomotive. The 
railroad. company wants the locomotive 
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today. The saver prefers to defer the 
satisfaction of his wants till tomorrow, 
For the privilege of using the locomotive 
before it actually had its own funds, the 
railroad company is willing to pay in 
terest. The locomotive enables the com- 
pany to handle its traffic more efficiently, 
Therefore, it can afford to pay interest. 
For the waiting the saver demands in- 
terest. 

The denunciation of interest is often 
really a denunciation of our economic 
institutions. Someone does not like 
capitalism so he suggests the elimination 
of interest in order to destroy the bond- 
holder. If public policy demands, we 
can destroy the bondholder, but we can 
not destroy the interest function. An- 
other reformer condemns large fortunes 
and argues that interest should not be 
allowed. Large fortunes do not gen 
erally grow out of interest taking, but 
they may be the result of business 
acumen and sound enterprise, or of un 
fair practices, speculation, or inheritance. 
The elimination of interest is one thing; 
the curbing of the means by which large 
fortunes are made is another. 


EFFECT OF THE ISSUE OF GOVERNMENT 
MONEY 


What would be the effect if the Gov 
ernment should adopt a general policy 
of issuing currency to pay for its pro 
jects? A government can_ generally 
raise purchasing power in three ways: 
by taxation, by borrowing, and by issu’ 
ing paper money. When the Govern: 
ment taxes, it deprives the taxpayers of 
purchasing power and increases its own. 
Thus the increase and decrease in pur’ 
chasing power will offset each other, 
and there will be no rise in the general 
level of prices. The Government will 
buy more, the individuals less. 

If the Government borrows, it may 
sell the bonds to the people. In this 
case, also, the buyers of the bonds give 
up purchasing power to the Govern 
ment. But there is this difference: An 
individual may borrow on a Goverty 
ment bond, but not on tax receipt. Some 
of the investors may thus recoup their 
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purchasing power in part by borrowing 
on their bonds. Moreover, if the Gov- 
ernment sells its bonds to the banks, 
and if the banks have adequate or ex- 
cess reserves, there may be no direct re- 
duction of purchasing power. But the 
typical person may be so fearful and 
apprehensive of the forthcoming taxes 
necessary to pay the bonds that he may 
prepare for them by restricting his pur- 
chases of goods. Thus, financing by 
Government bond issues tend in some 
measure to increase prices. 


INDIRECT PAYMENT OF INTEREST 


If the Government issues money, it 
adds to its own purchasing power with- 
out directly decreasing that of the in- 
dividual. Therefore, since there are 
more bidders for the same commodities, 
prices will rise—even more strongly 
than in the case of bond issues. 

If the Government were to print ex- 
tra paper money in order to finance its 
expenditures, it would not, it is true, be 
paying interest as such, but it would do 
so indirectly. The entrance of the Gov- 
ernment into the commodity markets 
would tend to raise wages and the 
prices of commodities. The Govern- 
ment would really be paying interest 
in the form of higher prices for the com- 
modities and services it buys. Such ris- 
ing price level would reduce the pur- 
chasing power of the people. They 
would therefore reduce the present sat- 
isfaction of wants, trusting in a higher 
standard in the future when the bene- 
fits of the Government improvements 
would accrue. They would be doing 
exactly the same as the primitive people 
who made sacrifices in the building of 
the warehouse. 


ISSUANCE OF GREENBACKS 


It has been estimated that the issuance 
of greenbacks in order to help finance 
the Civil War increased the direct cost 
of the war by at least a half billion dol- 
lars. During the same time, of course, 


the Government “saved” perhaps $100,- 
000,000 in interest! Moreover, from 
1878 to 1896 the U. S. Government is- 
sued $358,000,000 of bonds in order to 
get gold to maintain the value of the 
$347,000,000 of greenbacks. Of these 
bonds the Government paid interest to 
the amount of $444,000,000. And when 
they got through paying the bill, the 
greenbacks were still outstanding. 


REASONS FOR ISSUING MONEY 


If the purpose of the Government in 
issuing money is to raise prices, that is 
one question. If the purpose, however, 
is to save the Government from paying 
interest, that is another matter. The 
first is a problem of political expediency 
and policy, the second involves an eco- 
nomic absurdity and impossibility. The 
Government cannot get something for 
nothing. If we wish to build a build- 
ing, the individual working on such 
structure must be fed and must obtain 
at least the subsistence of life. If these 
individuals are taken out of other ac- 
tivities by Government edict, there is in- 
terest. If they are taken out of them 
by the ordinary saving processes in a 
capitalistic economic society, there is in- 
terest. If they are taken out by the 
Government entering into a market and 
issuing paper money, there is also in- 
terest. The interest function takes dif- 
ferent forms, but the economic process 
is the same. The form of society makes 
little difference. We may have a money 
system and voluntary postponement, as 
deposits in banks and purchase of secu- 
rities under capitalism; we may have a 
money system and involuntary postpone- 
ment, as in a modern dictatorship; we 
may have a moneyless system and in- 
voluntary postponement by edict, as in 
the case of many early civilizations; or 
we may have a moneyless economy and 
voluntary postponement by the co- 
operative will of the people, as in some 
types of communism. But, in all cases, 
the interest function would be an essen- 
tial part of the process of capital 
formation. 





The Central Bank of India Ltd. 


Celebration of Its Silver Jubilee 


commemorate the twenty-fifth 
year of its highly successful op- 
eration, the Central Bank of India 
Limited has published in Monthly Bank- 
ing Notes and also in pamphlet form 
a concise and interesting story of the 
bank’s progress. A sufficient evidence of 
this progress appears from the fact that 
in a comparatively short space of time 
the Central Bank has become the second 
largest bank in India. 


The bank owes its origin and success 
primarily to the energy, character and 
banking skill of Sir Sorabji N. Poch- 
khanawala, who not only had the fore- 
sight to discern the possibilities open to 
a purely Indian bank, but who had at 
the same time the requisite qualities to 
transform these possibilities into actual 
results, 

It has been a cardinal principle of the 
general manager to make his institution 
a people's bank, to have no pet theories 
of banking, and faithfully to serve all 
kinds of production and trade. By a 
careful adherence to policies of sound 


The head office building of the Cen- 
tral Bank of India Ltd., in Bombay. 
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bank management, the bank has become 
firmly established in public favor and 
confidence, and has achieved substantial 
success, as witnessed by the growth in 
capital and deposits. From an initial 


Sir SoraB jl N. PocHKHANAWALA, Kt. 


Managing director of the Central 
Bank of India Ltd., who has been in 


charge since its inception. 


paid-up capital of 15,00,000 rupees, this 
item has been gradually increased to 
1,68,13,200 rupees, and from modest 
beginnings the deposits have increased 
to a total of £19,185,000. 

While the present general manager 
undoubtedly possesses remarkable ability 
and energy, his success may be in no 
small degree due to the fact that at the 
time of the establishment of the Central 
Bank he was already equipped with ex 
perience in important banking institu’ 
tions. For the fortunate history of the 
bank, he acknowledges indebtedness to @ 
loyal staff, and to the hearty support of 
the people of India. 





Triumph of the Small Depositor 


Widely Publicized CheckMaster Plan Makes the 
Small Depositor a Profitable and Pleased Customer 


By ALEXANDER EFRON 
Vice-president, The National Safety Bank and Trust Company of New York 


left in the banking business for 

romance? [Do you believe it 
possible to interest the imagination of 
a thousand individuals a week to be- 
come new depositors without personal 
solicitation? Would you believe it 
possible to keep up this rate of increase 
fora period of nearly a year? Would 
you be unimpressed by the fact that 
a bank could add to its records in 
this period twenty-five thousand new 
customers and a million and a quarter 
dollars in cash deposits? Would you 
voice a doubt that such business could 
be made profitable and that it would 
continue to pile up profits? Would it 
appear to you that these are fantastic 
or reckless statements? 

A new concept of banking for the 
masses has done just these things. A 
new approach to the public has re- 
sulted in these achievements in one in- 
stitution and will do so in many others 
in the near future. 


D you believe that there is room 


A BY-PRODUCT OF BANKING 


To draw an industrial analogy, the 
problem of utilizing by-products has 
become increasingly important in every 
field of industry. In tapping this new 
banking field, it has been proved that 
what was thought to be a mere by- 
product is actually a new and al- 
most inexhaustible field for increased 
profits, Banking for the masses has 
hever stirred the imagination of the 
bankers. There has never been a wide- 
spread desire among them to make 
toom for the small depositor, for the 
man on the street. Commercial bank- 
ing never looked for an appeal in a 

id where business would have to be 


built upon a volume of small amounts; 
instead of a few larger amounts. In 
the pre-depression days this was not 
necessary. Business was booming and 
to bother with small deposits was 
obviously wasteful. But with the 
changing. of general conditions and 
banks starting to consolidate instead 
of expand, chains of branches were 
consolidated into single neighborhood 
offices. Overhead expenses were cut 
in every department and the small 
account became particularly undesirable 
because of its effect on overhead. The 
man on the street could no longer have 
a checking account free of charge. 


TWO AND A HALF BILLION CHECKS 


For the first time in American bank- 
ing history bankers became conscious 
that the most highly developed and in- 
tricate mechanism of our monetary 
system, the checking account, is essen- 
tially a service given away as a pre’ 
mium to the depositor. The proposed 
NRA banking code, until rejected 
by General ‘Hugh S. Johnson, was 
actually an important contribution in 
this respect. It made the public con- 
scious that checking service should not 
be considered as the free right of every 
depositor, but a service to be paid for. 
Although the code was rejected, the 
principle that the bank deserves com- 
pensation was widely heralded. Today, 
although systems of compensation are 
far from uniform, the principle is 
commonly accepted. 

Two and one-half billion checks 
change hands in the United States 
every year. It is a fact that a huge 
number of these checks reach the hands 
of people without the facilities to cash 
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or bank them. Such conditions do pre- 
vail and, with no alternative, the people 
for years seemed to be resigned to it. 
No one questioned whether it was wise 
for bankers to disregard these facts. 
It may not have been possible to notice 
it until new conditions spotlighted 
the facts. Service charges then be- 
gan to show that banks were making 
money on volume, just as other in- 
dustries depend upon quantity business. 
Machine age business philosophy ac- 
cepts the fact that volume in itself has 
value, but still, without a system for 
handling small accounts, the banker 
could not see worth-while profits in a 
field he had always disdained. Tradi- 
tionally and instinctively, he was geared 
to accept the man with money as his 
market and not to depend upon the 
man who has nothing but his small 
salary and rarely any excess cash. The 
“white collar” worker and the vast 
masses of the middle class were for- 
gotten. But the time has come when 


the needs of these people must be rec- 


ognized, along with the fact that while 
they may not own important sums of 
money as individuals, they can, in the 
mass, pour important funds into our 
banking mechanism. 


SERVICE FOR THE WHITE COLLAR 
WORKER 


America has developed an unequalled 
banking and clearing system with re- 
spect to checking facilities. It is a 
very important .refinement of the me- 
chanism of exchange—the whole money 
system. To recognize the possibility of 
making this mechanism a source of 
profit rather than expense, is to under- 
stand what opportunities in this respect 
are hidden in the two and one-half 
billion checks which are changing hands 
every year in this country. 

Going back just a few years into 
depression times, the “white collar” 
worker in the factories and industries 
had little money to bank. He lived 
from hand to mouth, if at all, and the 
banks could find little profit in han- 
dling what \small assets he might be able 
to maintain. 


With the turn of the times a great 
mass began to earn a living or to get 
larger pay checks and, consequently, 
to become potential customers. The 
bankers did not have the answer of 
how to capitalize this field. The little 
fellow twith his $50 or $100 and low 
average balances was not welcome in 
the commercial department. He was 
considered at times an actual nuisance 
and, since the banks were antagonistic 
to this type of business, the number of 
such depositors grew smaller, instead 
of larger. Flat service charges did not 
provide the best and only solution. 
They were either too steep for the 
customer or inadequate for the bank’ 
overhead. The very effort of salesman- 
ship, needed to convince small deposi- 
tors of the necessity of collecting the 
service charge from his account, was 
taxing the bankers and their staffs. The 
whole difficulty was based on the point 
of view that minimum balances must 
be traditionally required for a checking 
account. The thought that the check 
ing accounts should be made into a 
daily convenience, useful to any person 
and profitable to the banker, was not 
understood. Ownership of a checking 
account did not merely imply social 
prestige and business necessity. The 
obstacle was also in the set-up of com 
mercial banking geared to serve the 
merchants rather than the requirements 
of large numbers of individuals. 


PROFIT IS BY QUANTITY AS IN OTHER 
INDUSTRIES 


In the matter of overhead banking 
is no different from any other industry. 
The per unit cost of handling a cur 
tomer’s business must, naturally, de 
pend upon volume. There would be 
no profit in handling small balance 
checking accounts unless they could 
be handled in the mass. The truth of 
the adage that volume in itself has 
value is demonstrated in this machine 
age form of banking. 

The question for the bankers is how 
to interest the masses, how to b 
away from the tradition that banking 
service must not be sold aggressively, 
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that the banker must wait at his marble 
palace for the man with a large balance 
to come in and make his deposit. It 
has ‘always been a tradition that the 
only form of solicitation of accounts is 
the social method, that it is unthinkable 
to depart from the routine advertising 
which, in turn, rarely departs from the 
publication of the financial report, or 
the mere insertion of a business card 
without definite merchandising. The 
merchandising of specific banking serv- 
ice is no different from the merchandis- 
ing of any other specific service. 

It has been the experience of many 
bankers that when they have attempted 
the selling of specific functions or serv- 
ices, such as automobile financing, per- 
sonal loans, or housing loans, the results 
have more than justified the effort. In 
such cases there has been a direct rela- 
tionship between expenditures and re- 
sults. But when the banks contented 
themselves with generalizations, with 
institutional. advertising, the results 
were intangible, unaccountable and 
chargeable only in the end to prestige 
and not to increased business. 


A PIONEER IN THE FIELD 


Although the National Safety Bank 
and Trust Company of New York has 
not been the only one to realize this 
fact, it was the first institution to 
pioneer in the field to the extent of 
creating a completely harmonized mer- 
chandising and accounting unit, based 
on a theory that mass business can be 
made profitable. This system is mer’ 
chandised to the public under the name 
of the CheckMaster Plan. 

Under the CheckMaster Plan, a de- 
positor may Open an account with an 
initial deposit of one dollar or more, 
and may continue the account without 
any minimum balance - requirements. 
Five cents is charged for each item 
withdrawn or deposited. A one dollar 
fine is imposed for a returned check. 
Statements are rendered only every 

months and cancelled vouchers 
are retained at the bank where they 
may be jinspected for a nominal fee. 


To merchandise the advantages of 
small checking accounts, it has been 
necessary to depart even further from 
the generalization of old. Every avail-_ 
able form of publicity and advertising 
has been used and most of them with 
profit. The news and financial columns 
of the daily papers, the radio, street 
car advertising, daily and trade peri- 
odical advertising, have combined to 
make a successful effort in the crea- 
tion of a new and important field of 
banking income. 

CheckMaster Plan was inaugurated 
by the writer during the summer dol- 
drums of July, 1935. It was the result 
of prolonged study of volume problems 
in checking accounts on the part of 
the officers of that institution. It was 
launched with an unusual fanfare of 
publicity. The New York papers 
and the syndicated columns throughout 
the country and throughout the world 
noted the innovation with such head- 
lines as: “5¢ a check plan scores suc- 
cess,” “$1 check plan draws 4000 to 
Safety Bank,” “Bank deserves credit 
for issuing small check service,” and 


“White collar check accounts estab- 
lished.” 


RESULTS SPREAD CONSTERNATION 


Arthur Brisbane applauded the idea 
in his widely syndicated daily column. 
Before the bank had had time to 
undertake its co-ordinated merchandis- 
ing drive, inquiries and accounts began 
to roll in. The first week’s volume 
spread consternation among the bank 
staff and directors. The results were 
beyond their fondest expectations. Thou- 
sands of accounts were opened entirely 
on the basis of the opening publicity 
and without any follow-up on the part 
of the bank. 

In the early fall, it became possible 
to tie together the various elements in 
the wide merchandising plan that has 
been carried on ever since. Regular 
newspaper advertising was started with 
the copy devoted to direct selling of 
CheckMaster service, a \straight-from- 
the-shoulder type of advertising . that 
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carried no generalities about banking 
as such, but which offered the specific 
advantages and convenience of the abil- 
ity to own and use a checking account 
‘without any minimum balance require- 
ment. 

The collateral effect of the balances 
maintained by CheckMaster depositors 
(about a million and a quarter dollars) 
has no part in figuring the bank’s 
profits from this system. The five cent 
service charge on each item withdrawn 
or deposited is the only source of in- 
come on which the revenue is calculable, 
and experience has shown that this is 
sufficient to pay overhead and supply 
a substantial profit, even above mer- 
chandising expense, once the ball is 
started rolling. 

Obviously, normal bookkeeping facili- 
ties cannot be expected to handle such 
a huge volume of individual trans- 
actions as must grow out of the large 
number of individual customers. The 
routine bookkeeping of commercial 
checking accounts is unthinkable for 
An entirely different 
set-up of machines and methods. of 
operation had to be evolved, suited to 
mass production. This is the point 
where volume becomes essential, be- 
cause overhead increases but little after 
the first unit of accounts has been 
placed in operation. 

Visualize CheckMaster business as 
a circle. In order to profit by it, the 
bank must be equipped tc handle mass 
production. In order to make it profit- 
able to operate this equipment, the 
mass business must exist. In order to 
create the mass business; the stimulation 
of advertising and merchandising must 
be continual and effective, and, com- 
pleting the circle, we find the original 
mass business providing the funds for 
the equipment and merchandising effort. 

Snowball-like, CheckMaster business 
piles up with increased volume, reflect- 
ing itself immediately in increased sales 
effort, designed to bring in still more 
new depositors. There is no limit to 
this type of banking. ‘The National 
Safety Bank's books today carry more 
than six hundred different occupations 


that purpose. 


represented among the depositors. The 
appeal can only be limited by the num 
ber of people in a bank’s community 
and even this community is exception 
ally extensive because of the ease with 
which banking may be done by mail, 
The National Safety Bank’s books in- 
clude deposits from every state in the 
Union, Canada, Central and South 
America—a great many of them from 
people who never expect to see the 
bank. Ordinary banking methods 
would never have interested these 
depositors. They would have looked 
no further than their own back yards 
for a bank, if they used one at all, 
and in many cases this type of deposit 
comes from a person who has never 
previously used a bank account. Like: 
wise, the pay-as-you-go simplicity of 
this plan brought ‘back into the fold 
hundreds of former depositors whose 
good will was lost when, with the com 
ing of the depression, the banks were 
forced to impose a flat service charge 
or throw out their accounts. 

The early fears of some bankers that 
the natural restrictions of CheckMaster 
service would dissatisfy its public dis 
appeared very soon and CheckMaster 
depositors have accepted without ques 
tion the non-return of all cancelled 
checks, the issuance of statements only 
once every three months, and the fact 
that their accounts do not entitle them 
to credit service. The fears of those 
who believed that the new service 
would cause a mass migration of the 
small depositors from the commercial 
department into the CheckMaster 
branch were likewise proved ground 
less. The installation of the new serv 
ice has, on the other hand, stimulated 
new commercial business 25 per cent. 
and cannot fail to increase it even 
further, since it is obvious that every 
new person drawn into the bank on 
any basis is a potential customer for 
other services. The mortality of Check 
Master accounts is negligible. There 
seems to be no diminution in the em 
thusiasm of the depositors for the serv 
ice. The eagerness with which they 
continue to use the service and 1 
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induce their friends to open accounts 
clearly indicates that it is service and 
not novelty which attracts them to the 
bank. Analyses of the reasons for 
opening new accounts clearly demon- 
strate that word of mouth publicity 
from depositors to their friends has 
been an invaluable asset. 

Naturally, among a number of more 
than twenty-five thousand people which 
are represented in CheckMaster records, 
a sudden stroke of luck, inheritance, or 
a business success must frequently oc- 
cur, with the consequence that the small 
depositor becomes an important cus- 
tomer of other divisions of the bank. 


FACILITIES NOT ABUSED 


Another fear of the skeptics, that 
the small depositor would abuse the 
facilities, overdrawing his account or 
misusing checks, has also proved an 
insignificant phantom. Naturally, among 
any group so large there are certain 
to be a few malefactors, but the prob- 


lem has never been serious. 

No individual who has observed the 
functioning of the CheckMaster de- 
partment and the purposes for which 
its depositors use their checking facili- 
ties can fail to be impressed by the 
good faith of the mass of the people 
who use such service. They play fair 
with their banker, are grateful for the 
facilities and will be greatly disap- 
pointed if their banker ever lets them 
down. 

The National Safety Bank has re- 
ceived hundreds of unsolicited letters 
from depositors who want to go on 
record as being delighted with the 
new service and expressing confidence 
in the spread of the idea. Commercial 
depositors, far from disliking the in- 
clusion of the plan in the bank's service, 
approve of the initiative shown in going 
into this new field and in many cases 
have become self-appointed boosters of 
the new service. 

The acceptance of such deposits and 
the granting of bank facilities to the 
type of people who need the small 
checking account creates a human rela- 


tionship between the bank and its cus- 
tomers, which is not equalled in other 
fields of banking. The bank doing this 
sort of business must be prepared to 
have infinite patience in handling the 
details of the banking business of so 
many individuals, but the rewards are 
impressive and more than worth while, 
not only in income, but in increased 
respect and good will from the entire 
community; this in spite of the fact 
that the mechanical limitations of the 
service on such accounts makes it im- 
possible for the bank to be flexible or 
even lenient in the attitude towards 
irregular requests or additional service 
for depositors. 

Banking for the masses, such as has 
been demonstrated in this one instance, 
is a triumph for a new conception of 
merchandising in the banking field. The 
future will carry this conception even 
beyond its successes of today. The 
idea of increasing his service to the 
community should appeal to every 
thinking banker who desires to make 
his institution not only progressive and 
up-to-date, but a permanent monument 
to the banking industry. 


—@ — 
PROFITS OR PEACE 


WE cannot keep out of a war and at 
the same time enforce the freedom of 
the seas—that is, the freedom to make 
profits out of countries in a death 
struggle. 

If a war arises we must therefore 
choose between two courses: between 
the great profits, with grave risks of 
war on the one hand; or smaller profits 
and less risk on the other. 

To resist the political pressure for 
protection in such a trade would be a 
dificult job for any President. 

And the time to decide is now, 
while we can think calmly and clearly, 
before war propaganda get in its deadly 
work. paee 

It is a choice of profits or peace. Our 
country must remain at peace.—Ad- 
miral William S. Sims. 





Preparing for the Credit Boom 


Opposite Viewpoints Revealed 
Science 


HAT America is facing a credit 
| boom sometime in the near 
future seems to be the opinion 
of many leading authorities of both 
the banking and economic world. How- 
ever when it comes to a decision con- 
cerning the steps to be taken to avert 
the disastrous after effects of such a 
boom opinion seems to be sharply 
divided. One group of opinion, of 
which Winthrop W. Aldrich of The 
Chase National Bank, New York, is 
the leading exponent, believes that bank- 
ing reserve requirements should be 
raised now before any _ inflationary 
movement gets under way. The oppos- 
ing group which has been identified 
with the firm of J. P. Morgan & Com- 
pany is opposed to any “premature 
effort to make money dear in anticipa- 
tion of an inflation that does not exist.” 
This view was expressed at last month's 
meeting of the Academy of Political 
Science in New York by Russell C. 
Lefingwell, partner of J. P. Morgan & 
Company. 

Mr. Aldrich, who is chairman of The 
Chase National Bank, said that “bank- 
ers generally believe the legal reserve 
requirements’ of the member banks 
should be raised by the Federal Reserve 
Board, and I myself believe the Federal 
Reserve Board, when the time comes, 
will have the courage to do it. 

“But,” added Mr. Aldrich, “we 
should not depend upon credit control 
which is official action. If it is too late 
or too drastic, it is likely to cause as 
much damage as the storm. We should 
practice self-control now.” 

He said the Federal Reserve Board 
might sell its holdings of government 
securities to cut down the supply of 
credit, or it might raise the reserve 
requirements; and of the two methods, 
he thought the reserve requirements 
should be undertaken first. 
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“Such a course of action now,” he 
said, “would amount to a modest as 
surance. We should guard against the 
erection of a top-heavy structure of 
credit again. In this respect, restraint 
is required by private industry as much 
as by the Federal and State govern 
ments, whose current deficits are the 
mechanism which is making our credit 
expansion possibilities real.” 


MAINTAIN A POLICY OF LOW 
INTEREST RATES 


Mr. Leffingwell, on the other hand, 
maintained that if there is to be a 
national economic recovery and a bal 
anced budget, the Treasury and the 
Federal Reserve System must maintain 
a policy of low interest rates. While 
stressing that “cheap money” was essen 
tial, he warned against its indiscrimi- 
nate use and also warned against the 
abuse of government credit after the 
present emergency has passed. He 
said: 

“The great paradox of government 
finance is that fiscal and monetary 
policies must be such as to increase 
and not reduce the income of the 
people if the budget is to be balanced. 
The Government cannot. balance its 
budget by increasing the tax rates t0 
be imposed upon declining incomes. 

“Deflationary fiscal and monetary 
policies reduce incomes and increase 
the burdens thrown upon the state for 
relief and public welfare. Thus the 
state that seeks to balance its budget 
by deflationary policies defeats its oF 
ject, burns the candle at both ends, 
increases its expenditures and reduces 
its imcome. A government cannot 
balance its budget by edict. It cannot 
extract blood from a stone nor gail 
revenue by deflating the national ecom 
omy.” 
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Co-operative Banking for Savings Banks 


Out of the Depression Arose a Plan for Self-Help Among Mutual 
Savings Banks That Now Exist in Five States. 


By the Banking Group,’ Bureau of Economic Research, Brooklyn College, 
under the direction of W. H. Steiner 


sion plumbed in 1932 brought the 

mutual savings banks face to face 
with a situation in which withdrawals 
by their depositors exceeded the total 
of new deposits received and interest 
credited to existing accounts. In some 
cases, the pressure upon, the individual 
bank was so severe as to represent a 
“run.” The conventional devices, both 
to check calls from depositors by 
restrictions on withdrawals, and _ to 
obtain cash by selling assets in the 


Te depths of the recent depres- 


market and by borrowing from cor- ° 


respondent banks, failed to meet the 
situation satisfactorily. These measures 
added to public distrust, and helped 
undermine confidence in the financial 
markets, while they placed the banks 
at the mercy of these markets, which 
were then ill-fitted to care for the 
banks’ needs. 


DEVELOPMENT 


Out of this situation arose a plan 
for mutual self-help. It provided a 
central fund, contributed by participat- 
ing savings banks, which was to be 
available for advances to them in 
emergencies. This plan of joint, co- 
Operative action, and collective rather 
than individual treatment of the prob- 
lem that the banks faced, may well 
be termed “co-operative banking” for 
mutual savings banks. 

in part, the plan may be traced back 
to the idea of amortizing mortgage 
loans. This thought had been promi- 
nently advocated in the twenties as a 
means of overcoming the handicap of 
illiquidity that ordinary mortgage loans 
possess. Thus the Connecticut Act of 


"E. Shapiro, I. Brender, L. Browde, A. 
Goldhaber, N. Moinester and §. Mullin. 


. by its savings banks. 


1933, upon which the formal plan of 
savings banks in that state is based, 
is even termed the “Mortgage Liquid- 
ity’ Act. During the depression banks 
in several states, among them New 
York, organized informal _ liquidity 
pools, partly, although not entirely, 
for mortgages. 


The first formal step was taken in 
Massachusetts. There the act of March 
2, 1932, created a central fund “for 
the purpose of protecting depositors 
in mutual savings banks . . . as 
a measure of relief in the existing 
financial emergency.” The New York 
banks through a committee explored 
the subject in 1932 and a bill for a 
central institution was presented to the 
legislature, but failed to pass. In 1933, 
savings banks in that state were au- 
thorized to proceed by a resolution of 
the Banking Board, adopted July 7, 
1933. A year later their plan added 
deposit insurance to central banking. 
All savings banks in New York State 
are members of the deposit insurance 
fund, with the exception of the two 
banks which are members of the Federal 
Deposit Insurance Corporation. The 
related Savings Banks Trust Company 
and Institutional Securities Corporation 
provide the most complete structure 
found in any state. 


Banks in three other states took simi- 
lar action. On June 9, 1933, Connecti- 
cut passed its “Mortgage Liquidity” 
Act, providing for creation of a fund 
On November 
15, 1933, the New Hampshire banks 
created a fund under the general emer- 
gency state legislation of that year 
providing for organization of clearing 
houses or similar bodies, as did the 
Maine banks on May 29, 1934. 
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The various plans were thrice 
amended. Massachusetts added deposit 
insurance on February 21, 1934, and 
in March, 1936, extended the life of 
the fund from the five years originally 
specified to ten years, and enlarged its 
powers. On April 26, 1935, Connecti- 
cut broadened its plan in some ways 
along the same general lines as obtain 
in New Hampshire and New York. 


EXISTS IN FIVE STATES 


Co-operative banking for mutual sav- 
ings banks thus exists today in four New 
England states and in (New York. Thus, 
it embraces well over 80 per cent., in 
both number and deposits, of the sav- 
ings banks in the country. Its scope 
is shown by the following figures for 
December 31, 1934: 

Why is the plan not found else- 
where? There are eighteen states today 
in which mutual savings banks operate. 
Apparently those states in which the 
banks are few in number and in a 
scattered minority are ruled out. This 
eliminates the Pacific and Middle West- 
ern states at once. Much the same is 
true of Pennsylvania, Delaware and 
Maryland. New Jersey and Rhode 
Island are apparently ruled out, how- 
ever, because of the continued strength 


New Hampshire 
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Connecticut’ 


Total savings banks in United States.... 


*Sept. 30. 


which enabled their banks to survive 
unscathed. On the other hand, the 
mutual savings banks of Vermont were 
apparently hard hit and lacked suf- 
ficient recuperative strength to stand 
on their own feet. ‘With one excep- 
tion, therefore, its banks relied on sale 
of capital debentures to the Recon- 
struction Finance Corporation, and all 
joined the F. D. I. C. 
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The amending of the plan in several 
states calls attention to an important 
point. The plan is essentially dynamic 
rather than static. Since the plans were 
instituted public unrest has subsided, 
while the liquidity of the individual 
savings banks has improved. The orig. 
inal need for a source of liquidity sup- 
plementary to that of the individual 
banks has passed. Its place has been 
taken by other requirements, and va 
rious plans have directed their attention 
to meet these newer needs. 


STRUCTURE OF NEW ENGLAND PLANS 


The plans differ in various particu 
lars; the four New England states pro- 
vide funds, whereas the New York 
plan creates two separate entities. 

In Maine and New Hampshire the 
plan is termed a “savings banks associa 
tion,” in Massachusetts and Connecti 
cut a “central fund.” In Massachusetts, 
the plan is compulsory, and in both 
Connecticut and Massachusetts the life 
of the plan was limited to five years.1 
In Maine, New Hampshire and Con 
necticut, all savings banks in the state 
are eligible at the outset, but subse 
quently must meet with the fund's 
approval in order to join. Maine and 


Number of 
Savings Banks 


Deposits 
(000 omitted) 
$112,040 

183,654 
2,05 1,649 
620,300 
5,156,251 


$8,123,894 
$9,824,199 


New Hampshire permit a member to 
withdraw at will, but Connecticut only 
if the fund is extended or the members 
liability is increased. ; 
In the three New England states m 
which membership is voluntary, 
fund can expel a member. In 


‘Extended to ten years in Massachusetts 
in March 1936. 
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three, specified minimum support was 
required before it could become effec- 
tive. In Maine 75 per cent. in num- 
ber and assets of the savings banks must 
participate, in New Hampshire 75 per 
cent. in number. The Connecticut plan 
was more modest; any 15 banks might 
set up the fund, but not more than one 
fund may be in operation at one time. 
In actual practice, however, participa- 
tion has been extensive; at the close of 
1934, 26 out of 33 banks in Maine, 
the entire 47 in New Hampshire, and 
66 out of 73 in (Connecticut. 

Provisions as to management vary. 
Directors and officers must generally 
be drawn from the ranks of those 
actively connected with savings banks. 
Directors vary in number from 9 in 
New Hampshire to 15 in Massachu- 
setts, while terms of office are from 
one to two years. The plans of selec- 
tion are complicated; for purposes of 
voting, the banks are grouped partly 
according to location and partly accord- 
ing to size. In general the plans seek to 


give the larger banks a greater repre- 
sentation than would be afforded if 
each bank had but a single vote, yet 
not as large as would be the case if 
the volume of deposits held were taken 
as the basis. 


DIFFER IN STRUCTURE AND SIZE 


The funds differ both in structure 
and in size. In Maine the initial as- 
sessment was 1/, of 1 per cent. of total 
resources; further assessments of equal 
amount were permitted until the fund 
equals 2 per cent. of total resources. 
From the general fund so created, which 
is to be used to make loans, there is 
set aside annually, as required, an ex- 
pense account. In New Hampshire a 
loan fund is distinguished from a 
general fund. The general fund is 
created by dues, set at $1 per year per 
$1000 (1/10 of 1 per cent.) of de- 
posits; in an emergency, the following 
year's dues can be called in advance. 
The loan fund is apparently supple- 
mental and contingent; it is to be 
Created hy calls upon the banks as 
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required, proportionate to their de- 
posits, but is never to exceed 1 per 
cent. of deposits. Moreover, the loan 
fund acts only as agent of the mem- 
bers, not on its own behalf. 

In Massachusetts assessment to a 
maximum of 3 per cent. of deposits was 
permitted; an original minimum of 
15/100 of 1 per cent. was required. 
(This minimum assessment was made 
on March 14, 1932, and an equal 
additional amount was levied on May 
16, 1932, but was returned on May 25, 
1934.) Connecticut originally set a 
maximum of 1 per cent. of deposits, 
but permitted an additional call of 
of 1 per cent. of deposits if the assessed 
bank’s directors approved. On April 
26, 1935, however, an amendment 
specified a minimum and increased the 
maximum size of the fund. Within 
thirty days, and in the same month of 
1936 and 1937 a call of at least 1/4, of 
1 per cent. of deposits was required. 
Additional calls were permitted, but 
the maximum held at one time in the 
fund could not exceed 2 per cent. of 
deposits, unless the assessed banks 
agreed to deposit an additional Y2 of 1 
per cent. Both in the original and in 
the revised forms, the Connecticut act 
permitted the fund if it deemed ex- 
pedient to exempt any member, mem- 
bers or local group, wholly or in part, 
or temporarily, from any call. In 
Massachusetts the assessment might be 
paid in cash or in securities (taken at 
market value), but in Connecticut se- 
curities so tendered would be carried 
as collateral to the member's own 
promissory note. 

In (Maine, Connecticut and Massa- 
chusetts the directors of the fund were 
permitted to return to members any 
excess if they believed its funds more 
than adequate. In Massachusetts such 
return was mandatory if the fund 
accumulated a surplus equal to more 
than 15 per cent. of deposits of mem- 
bers. In general, the funds may sup- 
plement their regular resources obtained 
in the ways just described. Some pro- 
vide for voluntary additional deposits 
by members, e. g., in Connecticut up to 
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3 per cent. of the member bank’s de- 
posits. Borrowing and pledge of assets 
generally is permitted. In the original 
Connecticut fund, any savings bank 
was permitted to lend it up to 1 per 
cent. of deposits and surplus, while in 
Massachusetts it may obtain temporary 
unsecured advances from a member in 
anticipation of an assessment. In Con- 
necticut the fund is authorized to be- 
come a member of the Federal Reserve 
System. 


THEIR OPERATIONS 


The funds must be kept liquid if 
they are properly to serve their pur- 
pose. The classes of investment that 
are permitted vary. In addition to 
loans to members, they generally in- 
clude deposits in approved depositaries, 
United States government obligations, 
municipal bonds in the state and ad- 
joining states, and bankers’ acceptances. 

The basis on which loans may be 
made to members differs. In Maine, the 
fund must be fully and adequately 
secured, as its directors may determine. 
It is not permitted to lend over 50 per 
cent. of the face value of mortgage 
notes. In the words of an authority 
from that state, “it was expected that 
any member bank if in need of ready 
cash would probably first avail them- 
selves of a loan from their city corre- 
spondent and secured by negotiable col- 
lateral while the fund itself would 
probably more likely receive real estate 
mortgages duly assigned. . . . It 
was never conceded that this 
fund should have more than loaning 
rights.” 

In Massachusetts, too, loans may be 
made only on mortgages or other legal 
securities; there was “an understanding 
that good mortgages would usually be 
put up for this purpose as loans on 
ordinary negotiable securities would 
easily be secured from the correspond- 
ent commercial banks.“! The 1936 
_amendment granted broader powers in 


*News Bulletin, Savings Banks Association 
of the State of New York, March 2, 1934, 
p. 41. 
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cases in which a bank appeared to the 
bank commissioner -to be unsafe, and 
in cases in which he deemed it inadvis- 
able or inexpedient for a bank to con 
tinue. 


NEW HAMPSHIRE AND CONNECTICUT 


In New Hampshire and Connecticut, 
the loan powers are broader than in 
Maine. The New Hampshire loan fund 
as agent of its members, miay, to be 
sure, merely place its funds in the 
manner legal for its members, and can 
not lend more than 50 per cent. of the 
face value of mortgage notes. But the 
loan fund is merely supplemental to 
the general fund, which may make uw 
secured as well as secured loans; may 
buy assets at values set by: its directors 
(hence possibly at more than market 
value); and may make either deposits 
to the guarantee funds of savings banks 
or deposits which are junior to other 
deposits. 

The 1935 amendment in Connecticut 
permitted unsecured as well as secured 
loans, and also purchase of securities 
at more than market value, with or 
without a repurchase agreement. Re: 
payment of the fund’s loans could not 
be made until the borrowing members 
either showed a surplus of at least 3 per 
cent. (after the loan was deducted) or 
the commissioner approved. If the bor 
rowing member went into liquidation, 
the fund’s loan was junior to the de 
positors’ claims. In Connecticut, too, the 
original act conferred broad powers 
upon the fund. It was empowered “to re- 
quire from its members and applicants 
for loans information and statistics in 
respect to their condition and invest 
ments and to make such recommenda: 
tions as in the judgment of the board of 
directors shall tend to place or preserve 
such banks in a condition to properly 
safeguard their depositors.” 


THE NEW YORK PLAN—ORIGINAL PHASE 


The New York plan is by far the 
most comprehensive of the five plans, 
and differs in salient particulars from 
the other four. The co-operation 
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among the savings banks developed 
through the Savings Banks Associa- 
tion of the State of New York has 
been extended to many lines of savings 
bank operation and management. 

Savings Banks Trust Company was 
chartered July 7, 1933, and author- 
ized to commence business Septem- 
ber 6. It is owned by its members, 
comprising all the savings banks in the 
state. Selling 25,000 shares of its stock 
of $100 par value at $200 per share, 
it had an initial capital stock and sur- 
plus of $2,500,000 each. Its member 
banks also subscribed to the $55,000,- 
000 of authorized capital debentures in 
the same proportion as to capital stock, 
but only half had been called for 
payment at the close of 1935. Most 
of these debentures were paid for in 
first mortgages, and may be retired by 
return of the specific mortgages re- 
ceived. To supplement the capital funds 
supplied by the Trust Company's mem- 
bers, the Reconstruction Finance Cor- 
poration agreed on November 13, 1933, 
to buy if necessary $50,000,000 of 
capital notes, but to date this source of 
funds has not been tapped. All but 
four of the member savings banks em- 
ploy the Trust Company as a deposi- 
tary, having almost $60,000,000 on 
deposit at the close of 1935, and it 
also carries United States government 
deposits. 

The Federal Reserve Bank of New 
York, at the time of the organiza- 
tion of the Trust Company indicated 
its willingness to extend credit facili- 
ties up to $100,000,000. The arrange- 
ment, it would seem, should be crystal- 
lized by formal membership of the Trust 
Company in the Reserve Bank. A defi- 
nite link should be forged between New 
York savings banks and the Federal 
Reserve System. To be sure, mutual 
savings banks under the Banking’ Act 
of 1933 may join the Reserve System, 
but few have done so. 


A COMPLEMENTARY INSTITUTION 


_ The Institutional Securities Corpora- 
tion was created as a complementary 


institution. It was to handle, purchase, 
and clear mortgages held by New York 
savings banks, displacing the informal 
mortgage liquidity fund previously in 
existence to make purchases from banks 
that required funds. Its capital stock 
of $10,000,000 was subscribed by the 
savings banks; to the close of 1935 half 
had been called for payment by savings 
banks in cash or in prime first mort- 
gages. Additional funds were to be 
obtained from the Reconstruction Fi- 
nance Corporation, presumably as loans, 
up to $86,000,000. 

The Trust Company thus acts as 
depositary and rediscount institution. 
It serves as the borrowing agency for 
the individual savings bank; while it 
can direct the flow of funds derived 
from its members to points of greater 
need, and also tap outside sources of 
funds, particularly commercial banks. 
To be able at all times to assist its 
members, it must keep liquid. In addi- 
tion to loans to members and mortgages 
received in payment for debentures it 
has maintained large holdings of cash 
in the Federal Reserve Bank, and in- 
vestments have been limited to United 
States government and state securities, 
bankers’ acceptances and commercial 
paper eligible for rediscount. 


LOANS TO MEMBERS 


Loans to its members the Trust Com- 
pany has confined in practice to col- 
lateral notes maturing in not over six 
months. An _ individual bank which 
cannot meet withdrawals out of cash 
on ‘hand can obtain such loans if 
the stress seems of short duration, 
without being forced to sacrifice securi- 
ties. If stress continues and an increase 
in deposits fails to provide the bor- 
rower with sufficient funds to repay 
the loan, it can obtain them by selling 
mortgages to the Institutional Securities 
Corporation. If necessary, the Trust 
Company can make a temporary loan 
against mortgage collateral if no other 
collateral were available, until the Cor- 
poration could appraise the mortgages. 
As necessary, the Corporation can in 
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turn resell the mortgages to the Recon- 
struction Finance Corporation; but it 
permits the individual bank to repur- 
chase the mortgages the bank had orig- 
inally owned. 

The Institutional Securities Corpora- 
tion purchases mortgages for usable or 
fair, rather than cash value, and issues 
participating debentures to savings 
banks for their share in the mortgages 
above the figure that the Corporation 
set. Thus the Corporation co-ordinates 
New York savings banks mortgage hold- 
ings, provides a revolving fund to hold 
them temporarily, and passes them on 
as needed to other savings banks or 
the R. F.C. 

How adequate are the several redis- 
count plans? Two classes of tests might 
be employed. The actual record of the 
funds to date might be considered, as 
well as the record before their institu- 
tion. Instead, the theoretical liabilities 
in a specific case might be analyzed, and 
the assets available to meet them. 

The actual record tells us little. 
Bills payable were supplemented by 
sacrifice of securities and informal de- 
vices, and do not indicate the total 
strain that existed. By the middle of 
1934, conditions had improved suf- 
ficiently to reduce demands on the 
funds to very small proportions; while 
the heaviest demand came during a 
period when funds were in process of 
organization, rather than fully devel- 
oped. Finally, borrowings are made by 
the smaller, rather than the larger, 
banks. In short, the liabilities shown 
by deposit totals are in considerable 
measure only potential. 


SEPARATE REVIEW OF STATES 


In making any such tests, it must be 
borne in mind that the different states 
did not face identical problems, nor did 
they grapple with them according to a 


single standard pattern. A _ separate 
review of each of the states is perhaps 
most satisfactory. 

Maine. — Maximum bills payable, 
shown June 30, 1932, by seven banks of 
$413,000, exceed the fund of $305,548 
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in existence in 1934. The fund, to 
quote an authority from that state, “tg 
not impressive and would be altogether 
insufficient in event of demand from 
two or three banks at one time.” How. 
ever, by June 30, 1934 (1933 data are 
not available), bills payable were re 
duced to $2000, shown by two banks, 
Moreover, the fund was designed to 
take mortgages after other collateral 
had been pledged with correspondents. 
Finally, the fund may be raised from 
its present figure of 1/4 of 1 per cent, 
of assets to a maximum of 2 per cent; 
and there is some opinion in the state 
in favor of doing so. This would give 
assets of over $2,400,000. At present 
the fund is embryonic both in size and 
powers; it has apparently not been 
used, but is held half in United States 
governments and half in bank deposits. 


New Hampshire. — Maximum bills 
payable, shown June 30, 1932, by 21 
banks of $2,187,000, far exceed the 
current dues of $185,000, and also ex: 
ceed the loan fund (unused to date) 
that can be raised of some $1,850,000. 
However, the bills payable had been 
reduced by June 30, 1934, to only 
$80,000, shown by four banks, al 
though eight other banks had also bor 
rowed during the preceding twelve 
months’ period but had cleaned up 
their indebtedness by the statement 
date. Moreover, correspondent facili- 
ties were also available. In practice, 
the general fund has not entered the 
ordinary loan field but has confined 
its work to protecting against loss de 
positors in six liquidated and merged 
banks. Purchase of assets, loans, guar’ 
antees and grants have been used, ac 
cording to the necessities of the case. 
Little cash has been put up, most of 
the assets having been purchased by 
the other banks in the community; 
while over a period of years it 8 
likely that the fund will show a profit. 


Massachusetts —Maximum bills pay’ 
able of $6,758,000 were shown on 
June 30, 1932. On October 31 of 
that year twenty-four banks showed @ 
somewhat lesser amount. The earlier 
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figure exceeded slightly the fund’s as- 
sets of $6,450,000 raised by two equal 
assessments of 15/100 of 1 per cent. 
of deposits, on March 14 and May 14, 
1932. However, by October 31, 1934, 
bills payable had been reduced to $1,- 
612,000. Most of the borrowing has 
been from correspondents, and _ the 
spirit of the fund, as in Maine, was 
that of a mortgage liquidity fund. To 
October 31, 1935, when it had $507,- 
000 of loans outstanding, the fund 
had advanced only $3,854,000 to its 
members. In fact, few loans had been 
made since the spring of 1934, when 
half their original assessment was re- 
turned to the members, and no loans 
at all have been made since April 30, 
1935. Of its assets of $3,377,000 on 
October 31, 1935, the fund held $2,- 
629,000 in United States government 
securities. Moreover, from its present 
figure of 15/100 of 1 per cent. of 
deposits the fund could be increased 
to 3 per cent. if needed. The fund, 
while small to serve banks with deposit 
liabilities of over $2,000,000,000, has 
actually provided rediscount facilities 
on a modest scale, and could be ex- 
panded adequately if needed. It now 
possesses broader powers. 


Connecticut. — Maximum bills pay- 
able were $2,210,000, shown by eleven 
banks, on September 30, 1933, although 
fifteen banks had shown $1,650,000 a 
year earlier, A year later the figures 
stood at $1,510,000 for four banks. 
But in both 1933 and 1934, well over 
half the bills payable were shown by a 
single institution. The original fund 
was small in size, amounting only to 
2 of 1 per cent. of deposits, or $1,240,- 
600, and was available only for secured 
loans. There were no calls upon it, 
and no need to raise it to the maximum 
permitted of 1 per cent. The 1935 
revision broadened its powers and in- 
creased the fund, by three annual as- 
sessments of at least 1/4 of 1 per cent. 
toa maximum of 2 per cent. or 22 per 
cent. of deposits. This represents a sub- 
stantial potential fund, of $2,844,040 
on June 30, 1935, which has apparently 


been put to little if any central bank- 
ing use. 


New York.—Bills payable reached a 
peak of $13,492,000 shown by eleven 
banks at the close of 1933; a year later 
most of this debt had been converted 
into debentures, shown by eight banks, 
of $12,050,000,1 and only one bank 
showed bills payable, of $35,000. The 
Trust Company’s loans to members, of 
$6,145,000 at the close of 1933, had 
been repaid by mid 1934, and no loans 
were made in 1935. The Corporation's 
active purchase of mortgages during 
the first seven months of 1934, from 
fourteen banks for $13,726,000 cash and 
participating debentures of $5,874,000, 
had declined during the last five months 
to mortgages from two banks for $1,- 
351,000 cash and $890,000 of deben- 
tures. Repurchase by selling banks and 
some payment of principal reduced 
mortgages held on December 31, 1934, 
to a cash investment of $3,717,000 
and a year later to $2,333,000. During 
1935 no members asked the Corpora- 
tion to buy mortgages, and it reduced 
its debt to the R. F.C. at the close of 
that year from $2,491,000 to $122,000. 


TEST OF ADEQUACY 


A theoretical type of test of the ade- 
quacy of the two New York institu- 
tions is afforded by the following tabula- 
tion of selected classes of assets, as 
of December 31, 1934, when all the 
savings banks of the state held deposits 
of $5,193,400,000. 

The grand total of $999,500,000 
appears adequate to all needs, especially 
as it can be increased by cash as sav- 
ings banks deposits again mount (as 
they did in 1935) and new funds be- 
come available. The Trust Company, 
because of its strong capital position, 
could readily obtain funds from com- 
mercial banks on good security pledged 
with it. Such loans from commercial 
banks would be limited only by the 
amount of commercial bank funds 


*Reduced by the close of 1935 to $6, 
250,000, shown by four banks. 
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Savings banks themselves held: 
Cash and cash items 


$30,000,000 


Due from banks (less deposits in §. B. T. C.)............ 0c e eee 207,000,000 


Promissory notes 


Total available funds 
U. S. government bonds (par) 


Savings Banks Trust Co.: 


Tangible assets 
Obtainable from R. F.C. and unused 


Grand total available 


2,500,000 


$239,500,000 
514,000,000 


$753,500,000 


$105,000,000? 
50,000,000 


$155,000,000 


$7,000,000 
84,000,000 


$91,000,000 


$999,500,000 


*Assuming that its mortgage holdings can be sold outside the savings banks. 


available and the amount of acceptable 
collateral owned by the savings banks. 

Both Trust Company and Corpora- 
tion, however, appear as auxiliaries to 
the bank’s own efforts. The Trust 
Company, however, appears more ade- 
quate than the Corporation. It has 
funds of $155,000,000, in contrast to 
savings bank bond holdings (at amor- 
tized value) of $2,000,000,000. The 
Corporation's $91,000,000 appears small 
in relation to the banks’ mortgage 
holdings of $3,250,000,000. Unless it 
expands the scope of its operations, it 
can only sell to savings banks, which 
will pay out of their available funds 
of $239,500,000, or to the R. F.C. to 
the relatively small amount of $86,- 
000,000. A wider application of the 
mortgage banking principle, to include 
non-savings bank sources of funds, 
would ultimately seem desirable if this 
part of the liquidity program is to be 
adequately developed. 

Subject to this observation (which 
might also be applied to a mortgage 
liquidity fund such as that in Maine), 
it may be said that the New York plan 
is adequate for all but a total collapse 
of the banking structure. It is pro- 
vided by two institutions whose tan- 
gible assets are only some 2) per cent. 
of its members’ deposits, and only three 


quarters of whose assets are provided 
by the members themselves. Its im 
portance today, however, lies in the 
fact that it is firmly established, and 
that it has provided a nucleus for added 
duties to meet other needs. 

In New York, both the organizations 
created have found opportunities for 
additional services as the need declined 
for them to provide a source of liquid 
ity. 
Savings Banks Trust Company has 
added the following duties in reference 
to securities: 

1. Investment service, established in 
the latter part of 1934, to act as a 
clearing house for information on sav 
ings banks investments and give advice 
on the management of their portfolios. 
Bond accounts submitted by individual 
banks are reviewed, and a report there’ 
on is discussed with the banks’ officials 
by the Trust Company staff. Subse 
quent conferences are available at the 
banks’ desire. The Trust Company 
emphasizes sound issues so arranged a 
to provide a secondary reserve to fe 


These services are described by C. A 
Miller, president of the Savings Banks Trust 
Company, in an excellent series of articles 
in the News Bulletin of the Savings Banks 
Association of the State of New York, end 
ing August 2, 1935. 
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plenish cash, and also, through timing 
of maturities, to provide a flow of 
funds for future investment opportuni- 
ties. The service is purely voluntary; 
yet during 1935 the bond portfolios 
of 64 banks were reviewed, involving 
securities with a par value of $1,016,- 
000,000. 

2. Trustee for savings banks having 
defaulted bonds, under a deposit agree- 
ment of March 31, 1934. An amend- 
ment to the banking act and a resolu- 
tion of the Banking Board expressly 
permits savings banks to hold for an 
indefinite period the certificates of de- 
posit of the Trust Company, or any 
resulting income or property received 
in exchange. This avoids forced 
liquidation, as well as direct participa- 
tion by savings bankers in creditors’ 
committees which required them to as- 
sume responsibility and joined them with 
other classes of creditors. Instead, the 
plan delegates authority to decide upon 
a course of action to an organization 
equipped to keep informed and to co- 
operate with creditors’ committees. By 
the close of 1935, a substantial part of 
the non-legal securities of New York 
savings banks had been so deposited, 
for settlement, compromise, readjust- 
ment or liquidation. 

3. Joint subscription on behalf of 
members to new security issues. This 
has been done in the case of United 
States Treasury issues, but has not yet 
been extended to others. In addition 
the Trust Company provides safe-keep- 
ing of securities, acts as agent in pur- 
chases and sales, and renders a general 
collection service for savings banks. 


MORTGAGE SERVICES 


The Institutional Securities Corpora- 
tion has provided certain services in 
reference to mortgages: 

l. Servicing of mortgages. 
banks holding guaranteed mortgages 
found the mortgage companies after 
the banking holiday unable to resume 


Upstate 


their normal functions. The Corpora- 
tion took over the facilities which one 
or two banks developed, and renders 


the service at the fee of one-half of 
1 per cent. per annum. In the second 
half of 1935, it had extended the 
service to Buffalo, Rochester and Syra- 
cuse. At the close of 1935, it was 
servicing 3321 mortgages, representing 
an investment of $32,841,000 and man- 
aging 725 parcels of owned real estate 
under assignment of rents, involving 
$6,027,000. 

2. Rehabilitation of real estate 
against which savings banks hold mort- 
gages. An act of 1935 and a resolu- 
tion of the Banking Board permit the 
Savings Banks Trust Company as 
trustee to take a mortgage from a sav- 
ings bank, rehabilitate the property for 
the present owner, accept a second 
mortgage to secure the money advanced 
for rehabilitation, and assign both mort- 
gages back to the bank, which may 
hold them even though the loan exceeds 
the 60 per cent. legal limit. This con- 
tinues the property in the hands of a 
worthy present owner. Rehabilitation 
can also be applied to “other real 
estate” held by the bank. In this work, 
the Trust Company employs the Insti- 
tutional Securities Corporation as its 
agent. The latter is developing a 
wealth of experience to enable it to 
act as consultant to savings banks. 

Accompanying the decline in the 
original liquidity function has been 
emphasis in some states upon broad 
co-operation and mutual aid. Even in 
Maine, despite the restricted scope 
found in practice, the purpose was 
stated in the act to be “to bring mem- 
ber banks into closer association and 
co-operation for mutual aid and benefit, 
to maintain high standards of savings 
banking, and a proper degree of liquid- 
ity of member banks.” The broad 
New Hampshire and Connecticut 
powers have already been mentioned. 
However, the highest fruition is reached 
in New York, in connection with the 
Mutual Savings Banks Fund which will 
be reviewed in a forthcoming article. 
Some of the powers conferred upon the 
Massachusetts fund in 1936 apparently 
follow the model set by New York. 





Documents for FHA Loans 


A Digest of the Essential Documents Needed for Completing 
the Loan 


By GeorceE R. SMITH 
Cashier, Commercial ‘National Bank, Demopolis, Alabama 


This is the fourth article in a series on Title II of the National Housing Act. The first 
article appeared in the February issue. Next month's article will cover “Executing the FHA 
Papers” and the following month the subject will be “Servicing FHA Mortgages.’”’—Eprror. 


HE value of personal contacts 
with FHA loan customers over a 
period of years is obvious to all 
bankers. Any institution will find 
numerous opportunities for offering 
other banking services to loan clients 
if an attempt is made to make these 
relations as pleasant and beneficial as 
possible. Bankers should explain to 


customers that the FHA insured mort- 
gage plan is a new system of financing 
designed to stimulate home building 


and prevent the foreclosures which have 
been so prevalent in recent years. 

A large number of FHA applicants 
are thoroughly familiar with mortgages. 


Many of the loans made by a bank- 


covering existing construction must be 
cleared of first mortgages and other liens. 
Perhaps no better outline of the FHA 
plan could be presented than a compari- 
son of the old method of financing 
home mortgages to the new plan under 
Title II of the National Housing Act. 


OLD SYSTEM A BURDEN 


The old system was a burden on the 
borrower and very difficult of accom- 
plishment. If a person could not pay 
approximately 50 per cent. of the value 
of the property it was necessary that a 
second mortgage be executed. As a 
general rule the first mortgage had to 
be refinanced in periods ranging from 
three to five years. Reduction in the 
principal was expected by the holder 
of the first mortgage annually or semi- 
annually together with accrued interest. 
Payments of principal and interest were 
also due on the second mortgage pe- 
418 


riodically. Other obligations such as 
taxes, fire insurance and special assess 
ments were paid in lump sums and be- 
came extra burdens on the borrower 
who had not worked out a definite plan 
for retiring these debts. 

The National Housing Act has 
created a single mortgage system elimi 
nating entirely the need for a second 
mortgage by allowing approved institu: 
tions to make loans up to 80 per cent. 
of the appraised value of the property. 
The simple requirements are that an 
applicant have the funds to purchase a 
20 per cent. equity in the property and 
satisfy the lender that he can meet 
the monthly payments over a period of 
not more than 20 years. The payments 
will not only include principal and 
interest but also mutual mortgage in 
surance, taxes, service charge and hazard 
insurance. Under the plan the home 
builder has a feeling of security since 
the maturity date of the mortgage is 
arranged to meet his individual budget 
and no renewals are necessary. 
element of risk is eliminated for the 
home builder since he knows the amount 
necessary to extinguish the debt and is 
assured that the interest rate will r 
main the same over the entire period. 
He does not have to bother about the 
payment of taxes and insurance on the 
property or any other charges incl 
on the application. 

Cader the terms of the National 
Housing Act the Federal Housing Ad: 
ministration is authorized to issue two 
forms of commitments insuring 


under Title II. 
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FEDERAL HOUSING ADMINISTRATION 
CoMMITMENT FOR INSURANCE 
(New Construction) 


(City and State) (Mortgagor) 


Dear Sirs: 
Referring to your application ‘No 
forth, will be granted on a loan of 
for a period of years, bearing interest at the rate of 
BER 16 Sin aie ie 6 per centum ( %) per annum. 
The period during which amortization payments are made on the principal of the loan 
must not exceed the number of years above set forth, and such amortization payments 
must begin upon the first day of a month not later than sixty (60) days after the making 
of final disbursements on the loan by you. The period for which the mortgage is to run 
may include not only the period during which amortization payments are made, but also 
the period necessarily elapsing between the execution of the mortgage and the commence- 
ment of such amortization payments. In no case, however, shall the period between the 
execution of the mortgage as shown in the instrument and its final maturity date be in 
excess of twenty (20) years. 
(IMporTANT—Read carefully the instructions appearing upon the reverse side hereof.) 
Subject to your advising this ofice— 
(a) When evacuation is completed and ready for footings and foundations 
(b) When the buildings are enclosed, but the structural members are still exposed, and 
while all roughing-in, i. e., heating, plumbing, and electrical work, is in place and 
‘visible, and 

(c) When the buildings are completed and ready for occupancy; the credit instrument 
and the mortgage described in your afore-mentioned application will be accepted 
for insurance under Title II of the National Housing Act upon the receipt of 
the following documents; provided that inspection by this office shows that the 
construction set forth in such application has been completed in accordance with 
the drawings and specifications submitted therewith: 

1. This document signed by you andi the borrower. 

2. The original note, bond, or other credit instrument and one copy thereof. 

3. One copy of the original mortgage certified by you and sworn to before a notary 

public, or certified by the recording or registering office. 

4. First annual mortgage insurance premium of 


, insurance, upon the terms herein set 


Dollars ($ ) 


Dollars 


The original credit instrument will be endorsed for insurance and will then be returned 
to you. 
This commitment shall become null and void at the expiration of 180 days from date. 
Federal Housing Administrator. 


Authorized Agent. 
Note: Only one-half of the new construction commitment is used here since the 


pepiing portion will be explained in later articles when disbursements are made and the 
oan is closed. 


The standard commitments in use by 
the FHA are: 1. Commitment for In- 
surance (new construction); 2. Com- 
mitment for Insurance (existing con- 
struction) . 

_ The general information and instruc- 
fons contained in the new construction 
commitment is given above to illustrate 


the importance of the document as a 
guide to the mortgagee. 

It will be noted that the new con- 
struction commitment is subject to 
certain conditions outlined in the paper 
and it becomes null and void at the 
expiration of 180 days from date. 
Furthermore to be eligible for insurance 
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the mortgage must be executed on forms 
approved by the Administrator and 
must, of course, be a first lien on the 
property. The principal obligation 
must not exceed $16,000 and not more 
than 80 per cent. of the appraised value 
of the property. 

In order to avoid confusion and delay 
and any expense attendant upon cor- 
recting transactions after the mortgage 
has been recorded it might be well for 
bankers to study the following ex- 
ample: 


EXAMPLE A 


Suppose that a commitment was issued by 
the Federal Housing Administration on July 
3, 1935, to insure a fifteen (15) year mort- 
gage loan on a property under construction 
or to be constructed, and that the mortgage 
was executed July 25, 1935. Suppose the 
entire transaction is to be carried out under 
the insured mortgage without making use 
of a separate construction loan and that 
the period required for completion of con- 
struction is estimated to be five (5) months. 
Suppose also that construction was com- 
pleted December 28, 1935, and that the final 
disbursement on the loan was made on that 
date. Interest may be collected on out- 
standing balances disbursed up to January 1, 
1936, the date from which the amortization 
period will begin to run. The date on 
which the first monthly payment of principal 
and interest becomes due will then be 
February 1, 1936, (e.g., the first day of a 
month not later than sixty (60) days after 
final disbursement of the loan). The date 
of last monthly payment will be January 1, 
1951. In this case the parties may take 
advantage of a full fifteen (15) year 
amortization period, consisting of one hun- 
dred eighty (180) equal monthly payments, 
because if the period between July 25, 1935, 
the date of execution, and January 1, 1936, 
the date from which the amortization period 
begins to run, is added to the term of the 
loan stated in the commitment, the term of 
the mortgage will be only fifteen years, and 
five months, and six days (e.g. July 25, 
1935, to January 1, 1951), and no question 
of exceeding the twenty (20) year limitation 
imposed by the National Housing Act can, 
therefore, arise. The same principle would 
apply in this case were the commitment 
issued with respect to a loan for nineteen 
(19) years, or any other number of years 
less than twenty (20). 


Since the story case described in pre- 
ceding articles requires an existing con- 
struction commitment the first part of 


the document is made out by the FHA 
as shown on the opposite page. 

The commitment for existing con- 
struction differs from the new con 
struction commitment in that the mort- 
gagee is required to notify the FHA 
for only one inspection when the house 
is repaired or remodelled. This form 
of commitment expires in 60 days from 
its date and if the lending institution 
is unable to close the loan in that period 
of time it is necessary to request an 


extension or a new commitment from 
the FHA. 


THE MORTGAGE NOTE 


Special attention should be directed 
to the importance of prompt payment 
of installments on FHA loans. The 
mortgage note clearly states that if 
default is made in any monthly install 
ment and not made good prior to the 
due date of the next installment, the 
entire principal sum and accrued in 
terest shall become due and _ payable 
without notice at the option of the 
holder of the note. In event of default 
in making payment and the whole debt 
is declared to be due, interest shall 
accrue thereafter at the rate of 6 per 
cent. per annum. This clause is no 
doubt largely responsible for securing 
payments of FHA installments on the 
dates they are due. 

Many bankers have reported that 
while loan customers will allow some 
of their obligations to banks to go past 
due, FHA payments are seldom late. 

The drawers and endorsers also agree 
to waive the benefit of any homestead, 
exemption, valuation or appraisement 
laws as to the debt, and agree to pay 
all costs of collecting or securing of 
attempting to collect or secure the note, 
including a reasonable attorney’s fee. 

Privilege is reserved to pay the debt 
in whole or in an amount equal to the 
monthly payment or in multiples there 
of, on the first day of any month prior 
to maturity; provided, however, that 
written notice to exercise the privilege 
is given at least 30 days prior to repay’ 
ment. If the debt is paid in full before 
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CoMMITMENT FOR INSURANCE 
(Existing Construction) 
Blak National Bank Date, October 20th, 1935 

(Mortgagee) 


112 Main Street John Doe 
Anywhere, Alabama Mary F. Doe 
(Mortgagors) 
Dear Sirs: 

Referring to your application No..........see eee eee ees , insurance, upon the terms 
herein set forth, will be granted on a loan Of ....... cece cee eee ee cece eceecees Three 
MINE Sees ds wns ew'eie oe ' ROMS GP SR SAP aw Keg ee Dollars ($...3000.00) for a period of 
Dieses twenty...../......years, bearing interest at the rate of ............five.......- 
per centum (...5...... %) per annum. 


The period for which amortization payments are made of the principal of the loan 
must not exceed the number of years above set forth; and such amortization payments must 
begin upon the first day of a month not later than sixty (60) days after the making of 
final disbursement on the loan by you. The period for which the mortgage is to run may 
include not only the period during which amortization payments are made, but also the 
period necessarily elapsing between the execution of the mortgage and the commencement 
of such amortization payments. In no case, however, shall the period between the execu- 
tion of the mortgage as shown in the instrument and its final maturity date be in excess 





of twenty (20) years. 


The credit instrument and mortgage described in your aforementioned application will 
be accepted for insurance under Title II of the National Housing Act, when the alterations 
and repairs listed on the back hereof, if any, have been completed in a manner satisfactory 
to the Federal Housing Administration, and when the following documents are received: 


1. This document signed by you and the borrower. 

2. The original note, bond, or other credit instrument and one copy thereof. 

3. One copy of the original mortgage certified by you and sworn to before a notary 
public, or certified by the recording or registering office. 

4. First annual mortgage insurance premium of ............ WR oceans ries 


WOE Sue a cot chen a. OE 4. | SAR Seais 
X Alterations and Repairs 
Mark with X 


Sapa aie ee Scaate No Work Required 






Note: A portion of the commitment is given only. 


maturity and while it is insured under 
the provisions of the National Housing 
Act, all parties liable for the payment, 
whether principal, surety, guarantor or 
endorser, must pay the holder a pre- 
mium charge of 1 per cent. of the 
original principal amount of the debt, 
provided that the time of repayment is 
more than two years from the maturity 
date, and a premium charge of 4 of 
1 per cent. of the principal amount of 
the debt, provided that such time of 
repayment is two years or less before 
the maturity date; the payment is to 
be applied by the holder upon the 
obligation of the maker to the Federal 
Housing Administrator. 

The mortgage note covers only the 
Principal and interest of an FHA loan 
and is payable on the first day of a 


Federal Housing Administrator, 


re 
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Authorized Agent. 


month together with the other pay- 
ments included in the mortgage. 


THE FHA MORTGAGE 


Institutions that have qualified to 
make loans under Title II of the Na- 
tional Housing Act should be thor- 
oughly familiar with the terms and 
provisions of the FHA Mortgage. 

In addition to the monthly payments 
of principal and interest, the FHA 
Mortgage provides for the monthly in- 
stallments of mortgage insurance, serv- 
ice charge, hazard insurance and other 
assessments levied against the property. 

In a case of new construction where 
taxes and other assessments for the first 
year are estimated, the mortgagee must 
collect monthly one twelfth of the esti- 





THE BANKERS MAGAZINE 


MORTGAGE NOTE 


For VALUE RECEIVED, the undersigned jointly and severally promise(s) to 


pay to 
or order, the principal sum of 
Dollars ($ ) with interest from the first day of 
, at the rate of per centum ( %) per 
annum until paid. The said principal and interest shall be payable at the office of 


), commencing on the first day of 
, and on the first day of each month thereafter until the principal and interest 
are fully paid, except that the final payment of principal and interest, if not sooner 
paid, shall be due and payable on the 

If default be made in the payment of any installment under this note. and if 
the default is not made good prior to the due date of the next such installment, the 
entire principal sum and accrued interest shall at once become due and payable 
without notice at the option of the holder of this note. Failure to exercise this 
option shall not constitute a waiver of the right to exercise the same in the event of 
any subsequent default. In the event of default in the making of any payments herein 
provided and in the event the whole of said debt is declared to be due, interest shall 
accrue thereafter at the rate of six per centum (6%) per annum. 

Presentment, protest and notice are hereby waived. The drawers and indorsers 
of this note also waive the benefit of any homestead, exemption, valuation or appraise- 
ment laws as to this debt, and agree to pay all costs of collecting or securing or 
attempting to collect or to secure this note, including a reasonable attorney's fee. 

Privilege is reserved to pay the debt in whole, or in an amount equal to the 
monthly payment herein provided for, or in multiples thereof, on the first day of 
any month prior to maturity; provided, however, that written notice of an intention 
to exercise such privilege is given at least thirty (30) days prior to prepayment; and 
provided further that in the event this debt is paid in full prior to maturity and 
while it is insured under the provisions of the National Housing Act, all parties liable 
for the payment of same, whether principal, surety, guarantor or endorser, agree to 
be jointly and severally bound to pay to the holder hereof a premium charge of one 
per cent. (1%) of the original principal amount of the debt evidenced hereby, 
provided that the time of prepayment is more than two years before the maturity date; 
and a premium charge of one-half of one per cent. (4%) of the original principal 
amount of the debt evidenced hereby, provided that such time of prepayment is two 
years or less before such maturity date; such payment to be applied by the holder 
hereof upon the obligation of the undersigned to the Federal Housing Administrator. 





Tuis Is to Certiry that this is the note described in, and secured by, Mortgage 
of even date herewith and in the same principal amount as herein stated and secured 
by real estate situated in County, State of Alabama. 

Dated 


Notary Public. 











gagor. If, however, the estimated pay’ 


mated total cost of all such charges to- 
ments are not sufficient to pay the 


gether with the monthly installment of 


principal and interest. If the total pay- 
ments made by the mortgagor for esti- 
mated charges shall exceed the amount 
required for taxes, assessments and in- 
surance premiums, as the case may be, 
this difference is credited by the mort- 
gagee on subsequent payments of the 
same nature to be made by the mort- 


obligations, the mortgagor will pay 
the mortgagee any amount necessary 
to make up the deficiency on or before 
the date when payment of taxes, as 
sessments or insurance premiums are 
due. 

If the mortgagor tenders to the 
mortgagee, in accordance with the’ prov 
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THE MORTGAGE 
SHOWING PRINCIPAL PROVISIONS 


THis MortGaGE Is Mabe, however, subject to the following covenants, conditions, 
and agreements, that is to say: 


1. Together with and in addition to the monthly payments of principal and interest 
payable under the terms of the note secured hereby, the Mortgagor will pay to the Mort- 
gagee, on the first day of each month until said note is fully paid, the following sums: 

(a) If this mortgage and the note secured hereby are insured under the provisions of 
the National Housing Act, and so long as they continue to be so insured, one- 
twelfth (1/12 of one half per centum (4%) of the 
original principal amount of said note for the purpose of putting the Mortgagee 
in funds with which to discharge the Mortgagee’s obligation to the Federal 
Housing Administrator for mortgage insurance premiums pursuant to the pro- 
visions of title II of the National Housing Act and regulations thereunder; 

(b) A sum equal to one-twelfth (1/12) of one-half of one per centum (4%) of the 
amount of principal then remaining unpaid under the said note as a service 
charge, which sum is more particularly to cover the expenses of handling the 
monthly payments on account of taxes, assessments, and fire and other hazard 
insurance hereinafter {provided for, and to cover the other servicing costs in 
connection with this mortgage and the note secured hereby; 

(c) An installment of the taxes and assessment levied or to be levied against the 
premises conveyed by this mortgage; and an installment of the premium or 
premiums that will become due and payable to renew the insurance on the 
premises covered hereby against loss by fire and such other hazard as may 
reasonably be required by the Mortgagee in amounts and in a company or com- 
panies satisfactory to such Mortgagee, such installments shall be equal respec- 
tively to the estimated premium”or premiums for such insurance and taxes and 
assessment next due (as estimated by the Mortgagee) less all installments al- 
ready paid therefor, divided by the number of months that are to elapse before 
one month prior to the date when such premium or premiums and taxes or 
assessments will become due. The Mortgagee shall hold such monthly payments in 
trust to pay the premium or premiums, taxes and special assessments when due. 

(d) All payments mentioned in the three preceding subsections of this paragraph and 
all payments to be made under the note secured hereby shall be added together 
and the aggregate amount thereof shall be paid each month in a single payment 
to be applied by the Mortgagee to the following items in the order set forth: 

I) premium charges under contract of insurance with the Federal Housing 
Administrator; 

(II) service charge as set forth in subsection (b) above; 

(III) taxes, special assessments, fire and other hazard insurance premiums; 

(IV) interest on the note secured hereby; and 

(V) amortization of the principal of said note. 
Any deficiency in the amount of any such aggregate monthly payment shall, unless 
made good by the Mortgagor prior to the due date of the next such payment, 
constitute an event of default under this mortgage. 


2. If the total payments made by the Mortgagor under (c) of paragraph 1 preceding 
shall exceed the amount of payments actually made by the Mortgagee for taxes, assessments, 
and insurance premiums, as the case may be, such excess shall be credited by the Mortgagee 
on subsequent payments of the same nature to be made by the Mortgagor. If, however, 
the monthly payments made by the Mortgagor under (c) of paragraph 1 preceding shall 
not be suficient to pay taxes, assessments, and insurance premiums, as the case may be, 
when the same shall become due and payable, then the Mortgagor will pay to the Mortgagee 
any amount necessary to make up the deficiency, on or before the date when payment of 
such taxes, assessments, or insurance premiums shall be due. If at any time the Mortgagor 
shall tender to the Mortgagee, in accordance with the provisions of the note secured hereby, 
full payment of the entire indebtedness represented thereby, the Mortgagee shall, in com- 
puting the amount of such indebtedness, credit to the account of the Mortgagor all payments 
made under the provisions of (a) of paragraph 1 hereof which the Mortgagee has not 
become obligated to pay to the Federal Housing Administrator and any balance remaining 
in the funds accumulated under the provisions of (c) of paragraph 1 hereof. If there shall 
be a default under any of the provisions of this mortgage resulting in a public sale of the 
Premises covered hereby, the Mortgagee shall be, and hereby is, authorized and empowered 
to apply, at the time of commencement of such proceedings, the balance then remaining in 

unds accumulated under (c) of paragraph 1 preceding, as a credit against the amount 
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of principal then remaining unpaid under said note, and shall properly adjust any payments 
which shall have been made under (a) of paragraph 1. 

3. If the Mortgagee shall be made a party to any suit involving the title to the 
property hereby conveyed and employs an attorney to represent it therein, or if the 
Mortgagee employs an attorney to assist in settling or removing any cloud on the title 
to the property hereby conveyed that purports to be superior to the lien of this mortgage 
in any respect, the Mortgagor will pay to the Mortgagee, when the same becames due, such 
attorney's fee as may be reasonable for such services and if such fee is paid or incurred © 
by the Mortgagee, the same shall be secured by the lien of this mortgagee in addition to 
the indebtedness specially secured hereby and shall bear interest from the date it is paid 
or incurred andi shall be at once due and payable. 

4. So long as any of the indebtedness secured hereby shall remain unpaid, in whole 
or in part, the Mortgagor agrees to keep said premises and the improvements thereon in 
good condition, and to pay all assessments that may be levied or accrue upon said property, 
and all other charges that may become liens upon said premises, and not to permit any lien, 
which might take procedence over the lien of this mortgage, to accrue and remain on said 
premises, or any part thereof, or on the improvements thereon. 

5. The Mortgagor agrees to pay all taxes and assessments that may be assessed upon 
said property and all taxes except income taxes that may be assessed upon the Mortgagee’s 
interest therein or upon this mortgage or the moneys secured hereby, any law to the 
contrary, notwithstanding. Upon any violation of this undertaking, or the passage of any 
law imposing upon the Mortgagee the payment of any part of the taxes aforesaid, or upon 
the rendition by any court of last resort of a decision that the undertaking to pay the 
taxes as aforesaid is legally inoperative, then, in any such event, the debt hereby secured 
shall, at the Mortgagee’s option, become immdiately due and payable, without deduction, 
any law heretofore or hereafter enacted to the contrary, notwithstanding. 

6. If the premises covered hereby, or any part thereof, shall be damaged by fire or 
other hazard against which insurance is held as hereinbefore provided, the amounts paid 
by any insurance company by reason of such damage, in pursuance of the contract of 
insurance, to the extent of the indebtedness upon the note secured hereby remaining unpaid, 
shall be paid to the Mortgagee, and may, at its option, be applied on the debt or released to 
the Mortgagor for the purpose of repairing or rebuilding the premises. 

7. If the Mortgagor fails to insure said property as hereinabove provided, or to pay 
all or any part of the taxes or assessments levied, accrued or assessed upon or against said 
property or the indebtedness secured hereby or any interest of the Mortgagee in either, or 
fails to pay immediately and discharge any and all liens, debts, and/or charges which might 
become liens superior to the lien of this mortgage, the Mortgagee may, at its option, insure 
said property and/or pay said taxes, assessments, debts, liens and/or charges, and any 
money which the Mortgagee shall have so paid or become obligated to pay, shall constitute 
a debt to the Mortgagee additional to the debt hereby specially secured, shall be secured 
by this mortgage, shall bear legal interest from date paid or incurred, and, at the option 
of the Mortgagee, shall be immediately due and payable. 

8. No failure of the Mortgagee to exercise any option herein given to declare the 
maturity of the debt hereby secured, shall be taken or construed as a waiver of its right to 
exercise such option or to declare such maturity by reason of any past or present default 
on the part of the Mortgagor; and the procurement of insurance or the payment of taxes or 
other liens, debts, or charges by the Mortgagee shall not be taken or construed as a waiver 
of its right to declare the maturity of the indebtedness hereby secured by reason of the 
$ went of the Mortgagor to procure such insurance or to pay such taxes, debts, liens, or 
charge. 

9. If the Mortgagor shall well and truly pay and discharge the indebtedness hereby 
secured as it shall become due and payable and shall do and perform all acts and agree- 
ments to be done and performed by the Mortgdgor under the terms and provisions of this 
mortgage, then this conveyance shall be and become null and void. 

10. But if the Mortgagor shall fail to pay, or cause to be paid, as it matures, the 
indebtedness hereby secured or any part thereof, according to the terms thereof, or if the 
Mortgagor shall fail to do or perform any other act or thing herein required or agreed to 
be done or performed, or if the interest of the Mortgagee in said property become env 
dangered by reason of the enforcement of any prior lien or encumbrance thereon, then, in 
any such event, the whole indebtedness hereby secured shall immediately become due and 
payable, and this mortgage subject to foreclosure, at the option of the Mortgagee without 
notice; and the Mortgagee shall have the right and is hereby authorized to enter upon and 
take possession of said property, and, after or without taking possession, to sell the same 
before the Court House door in the city of County of 

, Alabama, at public outcry for cash, first giving 
notice of the time, place, and terms of said sale by publication once a week for three 
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successive weeks immediately prior to said sale in some newspaper published in said city, 
and, upon the payment of the purchase money, the Mortgagee or any person conducting 
said sale for it is authorized to execute to the purchaser at said sale a deed to the property 
so purchased and such purchaser shall not be held to inquire as to the application oO the 
proceeds of such sale. The Mortgagee may bid at the sale and purchase said property, if 
the highest bidder therefor. sh 

il. The proceeds of said sale shall be applied: First, to the expenses of advertising 
and selling including reasonable attorney's fees; second, to the repayment of any money 
with interest thereon, which the Mortgagee may have paid or become liable to pay or 
which it may then be necessary to pay for taxes, assessments, insurance and/or other charges, 
liens, or debts hereinabove provided; third, to the payment and satisfaction of the indebted- 
ness hereby specially secured with interest, but interest to date of sale only shall be charged; 
fourth, the balance, if any, shall be paid to the Mortgagor. If this mortgage be fore- 
closed in Chancery, reasonable attorney's fees for foreclosing the same shall be paid out of 
the proceeds of the sale. 

12. As long as any of the indebtedness hereby secured shall remain unpaid the Mort- 
gagor will neither commit nor permit waste on the premises hereby conveyed; and upon 
the commission of any waste thereon the Mortgagee may, at its option, declare the entire 
indebtedness hereby secured to be at once due and payable. Nor will the Mortgagor 
remove any of the fixtures on the premises hereby conveyed so long as any of the indebted- 
ness hereby secured shall remain unpaid. 

13. If the Mortgagor shall make default in the payment of any of the indebtedness 
hereby secured, or in the performance of any of the terms or conditions hereof, all the 
rents, income and profits from the premises are hereby transferred, assigned, set over, and 
conveyed to the Mortgagee, and. the Mortgagee may proceed to collect the rent, income, 
and profits from the premises upon such default, either with or without the appointment of 
a receiver; but the Mortgagee shall not hereby become bound by the terms of any lease then 
existing on the premises by. electing to collect the rents thereunder but may at any time 
terminate the same. Any rents, income, and profits collected by the Mortgagee prior to 
foreclosure of this indebtedness less the cost of collecting the same including any real- 
estate commission or attorney's fee incurred, shall be credited first, on the advances with 
interest thereon, then upon the interest, and the remainder, if any, upon the principal debt 
hereby secured. 

14. Any promise made by the Mortgagor herein to pay money may be enforced by a 
suit at law and the security of this mortgage shall not be waived thereby and as to such 
debts the Mortgagor waives all right of exemption under the Constitution and laws of 
Alabama as to personal property and agrees to pay a reasonable attorney's fee for the 
collection thereof. 

15. The covenants, conditions, and agreements herein contained shall bind, and the 
benefits and advantages shall inure to, the respective heirs, executors, administrators, suc- 
cessors, and assigns of the parties hereto. ‘Whenever used, the singular number shall include 
the plural, the plural the singular, and the use of any gender shall include all genders. 





visions of the secured note, full pay- erty hereby conveyed that purports to 
ment of the entire indebtedness the be superior to the lien of this mortgage 


mortgagee must credit or rebate to the in any respect, the mortgagor will pay 
mortgagor all payments held in trust to the mortgagee, when the same be- 
and not due. comes due, such attorney's fee as may 
lf default is made under any pro- be reasonable for such services and if 
visions of the mortgage resulting in a such fee is paid or incurred by the 
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gagee is authorized to credit the ac by the lien of this mortgage in addition 
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assessments that may be levied or accrue 
upon the property that may become 
liens, and not to permit any lien which 
might take precedence over the lien 
of the lending institution who accepts 
the FHA mortgage. 


“The mortgagor agrees to pay all 
taxes and assessments that may be as- 
sessed upon said property and all taxes 
except income taxes that may be as- 
sessed upon the mortgagee’s interest 
therein or upon this mortgage or 
moneys secured hereby, any law to the 
contrary, notwithstanding. Upon any 
violation of this undertaking, or the 
passage of any laws imposing upon the 
mortgagee the payment of any part of 
the taxes aforesaid, or upon the rendi- 
tion by any court of last resort of 7 
decision that the undertaking to pay 
the taxes as aforesaid is legally in- 
operative, then, in any such event, the 
debt hereby secured shall, at the mort- 
gagee’s option, become immediately due 
and payable, without deduction, any 
law heretofore or hereafter enacted to 
the contrary, notwithstanding.” 


If a property bearing an FHA mort- 
gage is destroyed or damaged by fire 
or other hazard against which insurance 
is held, the amount paid by the insur- 
ance company shall be applied by the 
mortgagee, at its option, on the debt 
or released to the mortgagor for the 
purpose of repairing or rebuilding the 
house. 

If the mortgagor fails to insure the 
property or to pay all or any part of 
the assessments levied, the mortgagee 
may, at its option, insure the property, 
pay the taxes, assessments, debts, liens 
or charges. All such debts paid by the 
mortgagee shall he secured by the 
mortgage and bear interest from the 
date paid. At the option of the mort- 
gagee, these debts shall immediately be- 
come due and payable. 


“No failure of the mortgagee to exer- 
cise any option herein given to declare 
the maturity of the debt hereby secured 
shall be taken or construed as a waiver 
of its right to exercise such option or 
to declare such maturity by reason of 


any past or present default on the part 
of the mortgagor; and the procurement 
of insurance or of the payment of taxes 
or other liens, debts, or charges by the 
mortgagee shall not be taken or con 
strued as a waiver of its‘ right to de 
clare the maturity of the indebtedness 
hereby secured by reason of the failure 
of the mortgagor to procure such ip 
surance or to pay such taxes, debts, 
liens or charge. 


“But if the mortgagor shall fail to 
pay, or cause to be paid, as it matures, 
the indebtedness hereby secured or any 
part thereof, according to the terms 
thereof, or if the mortgagor shall fail 
to do or perform any other act or 
thing herein required or agreed to be 
done or performed, or if the interest 
of the mortgagee in said property be- 
come endangered by reason of the en- 
forcement of any prior lien or engum 
brance thereon, then, in any such event, 
the whole indebtedness hereby secured 
shall immediately become due and pay: 
able, and this mortgage subject to fore 
closure, at the option of the mortgagee 
without notice; and the mortgagee shall 
have the right and is hereby authorized 
to enter upon and take possession of 
said property, and, after or without 
taking possession, to sell the same be 
fore the Court House door in the city 

County of 
, Alabama, at 
public outcry for cash, first giving 
notice of the time, place and terms of 
said sale by publication once a week 
for three successive weeks immediately 
prior to said sale in some newspaper 
published in said city, and, upon the 
payment of the purchase money, the 
mortgagee or any person conducting 
said sale for it is authorized to execute 
to the purchaser at said sale a deed to 
the property so purchased and such 
purchaser shall not be held to inquire 
as to the application of the proceeds 
of such sale. The mortgagee may bid 
at the sale and purchase said property, 
if the highest bidder thereof.” 


The proceeds of the sale shall be 
applied as follows: 
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1. To the expense of advertising and 
selling. including reasonable attorney's 
fees. 

2. To the repayment of any money 
with interest which the mortgagee may 
have paid or become liable to pay or 
which it may then be necessary to pay 
for taxes, assessments, insurance or 
other charges, liens, or debts provided 
above. 

3. Payment and satisfaction of the 
indebtedness specially secured with in- 
terest, but interest to date of sale only 
shall be charged. 

4. The balance, if any, shall be paid 
to the mortgagor. 

If the mortgagee is foreclosed in 
Chancery, reasonable attorney's fees for 
foreclosing the property shall be paid 
out of the proceeds of the sale. 

Additional provisions state that the 
mortgagor must not permit waste on 
the premises or remove any fixtures. 

“If the mortgagor shall make default in 
the payment of any of the indebtedness 


hereby secured, or in the performance 
of any of the terms or conditions here- 
of, all the rents, income and _ profits 
from the premises are hereby trans- 
ferred, assigned, set over, and conveyed 
to the mortgagee, and the mortgagee 
may proceed to collect the rent, income, 
and profits from the premises upon 
such default, either with or without 
the appointment of a receiver; but the 
mortgagee shall not hereby become 
bound by the terms of any lease then 
existing on the premises by electing to 
collect the rents thereunder but may 
at any time terminate the same. Any 
rents, income, and profits collected by 
the mortgagee prior to foreclosure of 
this indebtedness less the cost of col- 
lecting the same including any real 
estate commission or attorney's fee in- 
curred, shall be credited first, on the 
advances with interest thereon, then 
upon the interest, and the remainder, 
if any, upon the principal debt hereby 
secured.” 


Banks Want to Make Loans 


But They Also Want to Be Sure That the Borrower Can Repay 


to change all bankers to the type 

that does not care how and when 
loans are repaid, all depositors would 
turn to the mattress or the old sock for 
the safe-keeping of their funds. 

This statement was made by Philip F. 
Gray, vice-president of the Irving Trust 
Company, New York, in a recent ad- 
dress before the New York Chapter of 
the National Association of Cost Ac- 
countants. 

“Naturally,” he continued, “it was 
dificult for some merchants to obtain 
bank loans during 1930, 1931 and 1932, 
because they could not prepare a budget 
or plan which would. satisfactorily 
demonstrate how the money would be 
repaid. The volume of their sales was 
off so far that it was impossible for their 
gross profit to carry their fixed and op- 
erating charges. The proceeds of a bank 
loan would nicely make up the differ- 


[ any supreme power or edict were 


ence, but the loan could not be repaid. 
The question has been asked why the 
banks did not make such loans. The 
answer is that since virtually all the 
funds deposited with commercial banks 
are repayable on demand or short notice, 
long term capital loans are not within 
their province. Many of those banks 
which did indulge in capital loans are 
not with us today. Probably that is 
what is meant by ‘money-changers’-— 
they changed demand deposits into cer- 
tificates of beneficial interest! 

“The fundamental principles under- 
lying the extension of bank credit re- 
main constant, but changing economic 
conditions bring about adjustments in 
interest rates and affect the character of 
loans. 

“The business man should be familiar 
with various types of bank credit and 
some of the practical rules governing 
such credit. It more people understood 
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the technique of bank credit, political 
harangues against bankers would fall on 
deaf ears. In fact, it is probable that 
no such utterances would even be made. 
There has never been a time when it 
was more important that the public 
should know about its banks, for voters 
must still pass judgment on recent laws 
which affect banks directly or indirectly. 

“We hear statements that bankers as 
a class are not making loans. We are 
very desirous of making loans, but it is 
not strange that, regardless of the cheap- 
ness of money, well managed business 
concerns and individuals do not want 
loans unless they are sure that they can 
use the funds profitably and with a fair 
degree of safety. The prime rate for 
commercial loans in New York City to- 
day is about the lowest in history, yet 
the demand for such loans is small com- 
pared with what it would be if the busi- 
ness man were not fearful of the re- 
action on his business of legislation 
adopted by the trial and error method. 

“After much advertising to the effect 
that applicants for loans who are un- 
successful in making arrangements at 
their own banks can apply direct to the 
Federal Reserve under the Loans to In- 
dustry regulation, it is interesting to note 
that the total of such loans outstanding 
on December 31, 1935, on the books of 
the twelve Federal Reserve banks ag- 
gregated $60,000,000, whereas the loans 
of reporting member banks in one hun- 
dred and one leading cities totalled 
$3,763,000,000 on what might be termed 
business paper, in addition to $4,410,- 
000,000 on securities and real estate.” 

Turning to the subject of interest 
rates Mr. Gray stated: “These rates to- 
day are exceedingly low due in large 
part to the heavy increase in bank re- 
serves. This increase is largely ac- 
counted for by repatriation of American 
capital, by foreign buying of American 
securities and by the flight of foreign 
capital to this country because of the 
war scare in Europe and the possibility 
of currency difficulties abroad. As a 
result, there has been an influx of gold 
which, during 1935, amounted to $1,- 
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900,000,000. Excess reserves now are 
above three billion dollars, as compared 
with required reserves of about two and 
three quarter billions. In addition to 
the competition of banks with one an- 
other for methods of employing their 
funds, the banks also have the competi- 
tion of Government loaning agencies, 

“During the past year, loans of re 
porting member banks on securities in- 
creased about $80,000,000 to $3,274. 
000,000 and other loans, including ac- 
ceptances and purchased commercial 
paper, by about $100,000,000 to $3, 
763,000,000. During the same period, 
demand deposits adjusted to exclude 
United States Government deposits and 
interbank deposits, increased about $2,- 
500,000,000 to $13,900,000,000, and 
time deposits were $4,900,000,000. 

“Some of the conditions which would 
tend to make rates rise are: 

“1. An arbitrary increase in reserve 
requirements by the Federal Reserve 
System. 

“2. Voluntary action by the Federal 
Reserve System to curtail credit by sell- 
ing Government bonds now held by the 
Federal Reserve banks. 

“3. Foreign selling of American secu: 
rities on our exchanges and increase in 
imports, with a corresponding outflow 
of gold. 

“4. An inconceivable 
loans by industry. 

“5. A general apprehension regarding 
credit risks due to added uncertainties 
of Government action.” 
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SUGGESTED PLATFORMS 


THE Federal Government should with 
draw from all responsibility of support 
ing its citizens and abandon all non 
governmental functions of government. 
Business regimentation, planned econ 
omies, price guaranties, crop control 
and competition with private business 
should be eliminated at once. This will 
result in drastic reduction in operating 
costs of government.—American Tax 
payers League. 





Small Loan Technique 
Co-Maker Loans Direct 


By Howarp Hatnes 
Cashier, First State Bank, Kansas City, Kansas 


This is the first of a series of six articles on the development and technique 
of small loans. The author has had a great deal of experience in this field and 
in addition has made a wide study of small loan methods and experiences in 
banks and other loaning institutions in all parts of the country. These articles 
will eventually be published in book form.—Enrror, 


stallment buying—that typical American practice— 

and installment borrowing—a typical American seda- 
tive. American ideals and installment financing in all 
forms have become inseparable. Personal credit attempts 
to maintain and safeguard these ideals. 

That installment sales are definitely on the increase is 
revealed in a recent survey made by the United States 
Department of Commerce which reports after an analysis 
of 383 stores in 79 cities that in 1933 ten per cent. of all 
sales were on the installment plan. In 1934 the same stores 
showed an increase to 10.7 per cent. on installments. 

From this survey the National Association of Sales 
Finance Companies News, in its issue for June, 1935, com- 
piled the accompanying table on which it commented as 
follows: 


Ptatimen AL credit divides itself principally into in- 


The main purpose of this compilation is to throw light on the 
question, How much change. has taken place in the installment selling 
ratio during the past ten years? It should be noted that all of the 
figures except those in the last column relate not to commodities, but 
to stores, and cover every kind of article sold in such stores. Thus 
the figures in the first column do not relate to furniture only, but to the 
entire business of furniture stores which, of course, includes such 
articles as rugs and carpets, curtains, refrigerators, radios and washing 
machines. The last column contains our figures on the sales of new 
automobiles and covers nothing else. The figures in the next to the 
last column are those for New England department stores reported by 
the Federal Reserve Bank of Boston. All of the others we have derived 
from the Retail Credit Surveys above mentioned by a process of splicing 
and adjustment. 


Copyright, 1936, by The Bankers Publishing Co. All rights reserved. 
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INSTALLMENT SALEs IN Per Cent. or Totat SA.es 
Stores New 


Clothing Department Auto- 
Year Furniture Jewelry Electrical Men's Women’s U.S. N. E. mobiles 


1925 56.4 17.2 47.4 2.8 5.1 5.0 68.2 
1926 57.8 17.6 48.5 3.0 5.6 6.2 64.5 
1927 57.7 17.2 49.2 2.8 5.7 6.5 58.0 
1928 59.0 18.3 49.7 2.8 5.9 7.8 58.1 
1929 60.3 19.4 50.3 2.8 6.1 8.4 62.6 
1930 61.9 20.6 50.6 2.7 6.4 8.7 62.3 
1931 63.0 23.0 2.5 6.1 8.2 62.8 
19382 63.6 20.9 1.9 5.7 7.2 54.6 
19338 66.2 22.9 2.2 6.4 7.2 56.8 
1934 68.0 27.2 2.5 7.0 7.4 54.6 


ae 
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Basis of Credit—Character and income are the basis of 
personal credit. Character remains constant—collectively 
speaking. Income fluctuates. The flow of personal credit 
is regulated by changes in individual incomes. Rules and 
standards which will insure the permanence of sound mass 
credit are now in the making. Within recent years many 
commercial banks have experimented with this type of 
credit. They have noted certain significant facts concerning 
small borrowers. Although various forms of installment 


obligations have been included in their small loan activity, 
a majority have restricted their service to the making of 
co-signed loans. Such an institution is the National City 
Bank of New York City. 


Experience of National City Bank.—Roger Steffan, 
vice-president, is in active charge of the National City 
Bank’s personal loan department, which was opened May 4, 
1928. Mr. Steffan was chosen to organize and temporarily 
manage the operation of credit facilities for the Federal 
Housing Administration. He receives many inquiries 
from bankers concerning facts about small loans. More 
than 910,000 persons have obtained applications for loans 
through his institution. He is quite willing to furnish first 
hand information and begins by calling attention to the 
fact that “Cleveland, Ohio, is a large city. Its population 
is 900,429 by census figures. The number of persons who 
have come to the personal loan department of the National 
City Bank for financial assistance in recent years approxi- 
mates the entire population of Cleveland—men, women 
and children.” 
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With this experience as a guide Mr. Steffan is one of 
the leading authorities on small loan problems. 


“Tt will be a surprise for you to see the high type of 
borrowers,” he says. “If you sit for a few minutes in the 
lobby of the central office where a large portion of these 
loans are handled you will see that these applicants com- 
prise a cross-section of wage-earners of New York of all 
classes—from the lowest to the highest paid. They come, 
temporarily in need, temporarily in trouble and some dazed 
by misfortune. Fortunately, in most cases they are able 
to find help. ‘Following is a list showing the classifications 
of all those who obtain loans: 

Per Cent. 

Clerical employes 

Salesmen 

Public employes (U.S., State, City) 

nD” RRA RE Safar HRNE IR | ee lees mb ete EY 

Mechanics 

Storekeepers 

Drivers and truckmen 

Business men (sole owners) 

Professional men 

Business men (partners) 


Corporation officers. .........-:..6.....5.0.5.csisesccessis EVIE EE a Bag 
Miscellaneous 


Mr. Steffan believes that the department has created 
much good will for the bank. Here small borrowers can 
get a service at a most reasonable rate’ and under a plan 
which places them more nearly on a par with large bor- 
rowers. “In a sense,” he says, “it may be said to open a 
new epoch in banking so that it would be surprising if a 
large portion of the borrowers did not appreciate the 
opportunity that it affords. There are, of course, always 
some, who, the more they are given the more they want. 
There are some who feel they are doing a favor if they 
repay their loan at any time and pay little attention to the 
promptness called for by the regular deposits. These, 
however, are a very small minority and from time to time 
are weeded out.” 


The National City Bank lists the following purposes 
for which loans have been obtained: 


‘$6.00 for each $100 borrowed. Loans range in amounts from $50 to $2000. 
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Per Cent. 


Medical and dental service 
Pay debts and loans 
Purchase home equipment 
Business emergency 
Payments on home 
Necessary clothing 
Education 


NN NN os iad ccagsaddways sSeeeatuited ric tausngaphsosinapndas 
To help relatives 


Direct result of sickness is therefore the cause of more 
personal loans under the National City Bank’s plan than 
any other. Other banks list many other reasons for loans, 
such as small investments, purchase of motor cars, buying 
a business and other constructive purposes. 


Potential Customers.—The majority of small loan de- 
partments admit the plan is a popular advertising policy. 
However, seekers of personal credit do not usually possess 
many assets aside from their earning ability and for this 
reason do not prove valuable customers. How many be- 
come bank customers and other facts pertaining to their 
financial status are shown in the accompanying tables: 


Do Smatt Borrowers Use Otruer Bank SERVICES? 


Married Single 
Couples Men 


Checking accounts over $100 6 9 2 
Checking accounts less than $100... 92 117 66 
Savings accounts more than $100...... None 3 1 
Savings accounts less than $100 67 66 78 
Christmas, tax or budget clubs 27 59 
Safety box 19 15 
Exchange or other services 10 7 
Using loan department only........ 749 772 


Loans analyzed........................... 1000 1000 


There is a variance of percentages among banks. How- 
ever, the averages presented reduce the margin of doubt 
to a small degree. For example, one bank reports a study 
worked out in table form similar to the above showing the 
incomes of its borrowers: 
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IncomeEs* 


Salary Married Single Single 
Per Month Couples Men Women 


TR BO Ream INNO MER PEREL EER te gE None 42 
$25 to $40..............00. Ek cad sckccvsacugea aa 99 254 
Dee ee oe ee ae 321 387 
ORG to CONE abn 318 158 
$125 to $150......... IANO EG 153 99 
SisG: to BHOO-.. 553A: ee 135 62 53 
NY Sis NS 64 17 7 
$250 to $% POERADAU REMC PRS 18 None 
$850 and upwards........................ 10 12 None 


Loans analyzed.... dss i Ses tage dDiectp nn a 1000 1000 


*Incomes as reported on application blanks. 


Other institutions in different sections do not consider 
applicants earning less than $75 per month and thus 
reduce the necessity of declining low income applicants. 
Incomes from $100 to $200 for the past five years have 
constituted the bulk of small loan seekers. 

While it may be hoped to educate borrowers into habits 
of thrift, unemployment, transfers, emergencies and other 
unforeseen conditions arise to keep many ambitious cus- 
tomers on the borrowing list: 


UNEMPLOYMENT Durine Course or Loans 


Married Single Single 
Couples Men Women 


Unemployed one month 176 149 188 
Unemployed one to two months........ 127 85 123 
Unemployed two to three months... 78 71 48 
Unemployed three to four months... 32 25 14 
Unemployed four to six months 37 27 8 
Unemployed six to eight months........ 16 + 6 
Unemployed eight to twelve months 5 4 9 
Employed full period of loan 639 604 


Total loans analyzed 1000 1000 


Reasons for Delinquency.—The above figures are 
greater than averages shown for the first half of 1935. 
This is due probably to more strict requirements in approv- 
ing applicants. Unemployment has always been a menace 
to makers of endorsed notes. The problem of ill-will 
created when endorsers are called upon to pay a note is 
not taken into consideration frequently when indirect profits 
are up for discussion. 
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It must be noted that although in 1934 according to the 
unemployment table above 471 married couples out of 
each thousand were unemployed at least one month in the 
year, still it would not necessarily follow that a loss was 
sustained as most borrowers will do everything possible to 
prevent their endorsers having to pay their loan. In arriv- 
ing at a correct idea of the number of co-makers that must 
be notified out of a given number of loans it is well to 
start with the general average of losses reported by banks 
on this type of loan during the past three years, namely 
one-half of one per cent. On actual losses there is no 
question that both principal and endorsers have failed to 
pay upon demand. One thousand borrowers have been 
classified as to delinquency and the underlying causes as 
follows: 


PROMPT 893—Those who meet obligations promptly. 

51—Those overtaken by unemployment, sickness and other 
emergencies. It is necessary to adjust their payments 
and in certain instances increase their loans to carry 
them through to solvency. 

42—Those who overborrow usually through mismanage- 
ment. The chronic borrower must be watched care- 
fully. 

14—Bankrupts, dishonesty, death or disappearance, pre- 
vent the collection in full of these accounts. 


Only a small portion is lost because of the 107 delin- 
quencies,” but co-makers are notified on an average of 
thirty-one loans per thousand. If three co-signers are the 
average, this means ninety-three individuals per one thou- 
sand loans regret they guaranteed the bank against loss. 
Fair-mindedly, no resentment should be felt about paying 
an obligation endorsed for friend or relative. Neverthe- 
less, friction arises in the majority of called loans. A 
southern bank dwells upon this disagreeable phase of en- 
dorsed loans: “We wrote the endorser saying we regretted 
the necessity of calling on him to pay the note in accordance 
with his guarantee. The fellow came right in and wanted 
to know why the bank advertised an endorsed note plan 
if it regretted to call on endorsers. He said he had never 
made it a practice to sign notes and he would never sign 
another. He paid our note and told a good many people 


"Delinquency is defined as 10 or more days past due. 
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who later talked to us about it that when a bank encourages 
people to sign notes they are fostering a practice that no 
good business man would consider. Since this came up we 
have begun to believe the fellow is right. We are now 
granting co-signer loans only in cases of dire emergency or 
in which co-makers mutually benefit by sharing the pro- 
ceeds of the loan.” 


Co-Maker Loans Not in Favor.—Individually, bor- 
rowers have reached this conclusion on their own initiative 
during the past four years in increasing numbers. Many 
loan managers have reported conversations with applicants 
wherein the prospective borrower says flatly: ‘We do not 
wish to apply for a co-signer loan because the wife and I 
have agreed it would place us under obligation to endorse 
for others should we ask them to guarantee our note.” 
Unquestionably the applicant is correct in the decision that 
a practice of signing notes ultimately means a loss. A 
series of letters directed*to borrowers reveals that many 
agreed to sign a note with the mental reservation that it 
would be the only one they would endorse. Because the 
“news leaked out” they found it embarrassing not to com- 
ply with a similar request from other friends or relatives. 
Thus 212 borrowers out of 400 who have been questioned 
say they “were drawn into the practice of endorsing loans” 
more or less against their will and better judgment. 388 of 
the 400 say they obtained loans by asking friends to endorse 
and within two years returned the favor by co-signing for 
their endorsers. Thus the high percentage of return re- 
quests is illustrated. 188 or 47 per cent. of the 400 say 
they had no objection to endorsing; because the purpose 
of the loan was sickness or other emergency they felt fully 
justified in “taking a chance.” 

A tendency is indicated among bank personal loan de- 
partments to work away from co-maker loans, in part, at 
least, due to the above facts. The old maxim “what helps 
the borrower helps the bank” if twisted about may be 
applied to small borrowers in the assumption that if it is 
unsound for borrowers to endorse it is also unsound for the 
bank to encourage the practice. A group of conservative 
bankers assert plainly that after advantages and disadvan- 
tages of endorsed notes have been fully considered the 
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definite conclusion cannot be avoided that a wide majority 
of applicants apply for co-maker loans because they have 
no other acceptable security. On the other hand many 
successful co-maker departments answer this argument by 
saying that an individual’s past record and earning ability 
should entitle him to borrow as much as he needs for emer- 
gencies and necessities. That the wide majority of small 
borrowers possess little or no tangible assets is demon- 
strated by the following tables showing the number of 
married couples, single men and single women who own 
cars or real estate and about what their equities are: 


Inpivinvat Assets oF ENporsep Note Borrowers 


Married Single Single 
Couples Men Women 


Owning car clear 122 41 195 
Subject to lien of less than $100 194 247 181 
Subject to lien of $100 to $200 268 390 241 
Subject to lien of $200 to $300........_ 216 231 194 
Subject to lien of $300 or more 65 60 79 
TUOE CUMING, COND. 8 A 104 27 72 
POR SOMONEIRN bis 66 SoG ec as ce 50 Se 14 33 


Loans analysed.......................:..:5:05 1000 1000 


Rear Estate 


Married Single Single 
Couples Men Women 


Owning home without incumbrance 44 73 87 
Owning other real estate clear....... 3 6 
Owning home subject to mortgage 
or buying on contract................ 289 
Owning no real estate............ eee 783 
Not reporting 24 


Loans analyzed after approval 1000 1000 


One large institution reports that 9 per cent. of small 
borrowers pay their loans and remain as permanent savers. 
Another places the percentage at 12 per cent., while a third 
has kept a careful record and is confident “no bank can 
expect to develop more than 10 per cent. of small borrowers 
into savers.” Such accounts might be cultivated, the result 
depending on the method of follow-up directed to the per- 
sonal loan department. 


Education of Small Borrowers.—Small borrowers may 
be grouped according to financial education. A vast group 
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is guided financially by what friends are doing. This type 
frequently has no knowledge of the costs involved in han- 
dling small credits, how to obtain a loan, or of the constant 
publicity on the subject. This means that every small loan 
department must devote time and attention to the education 
of small borrowers. 

From the moment a request is received for an applica- 
tion the bank begins to handle endless detail. Every 
applicant is interviewed one or more times. Usually the 
bank’s plan must be explained regarding size of payments 
and the cost of the loan. If the applicant appears eligible, 
he is given an application and a note, as well as co-maker 
statements for his endorsers to complete with information 
regarding themselves. When the prospective borrower 
returns the note properly signed he usually wishes to 
know how soon he may get the money or whether his 
proposed guarantors are satisfactory. This means a second 
interview. In many cases the co-signers are not sufficiently 
strong or are on the face of their own statements not quali- 
fied as endorsers. Additional co-signers are necessary, or 
other security may be considered, the amount of the loan 
reduced or other revamping done. 

When the applicant appears to have built up his applica- 
tion to acceptable form, the papers are passed on for in- 
vestigation and approval by a manager or a committee. 
The credit investigation and approval are perhaps not 
handled the same by any two institutions. Sometimes in 
small departments a loan manager and assistant act as 
interviewers, credit investigators, collectors and fill many 
other positions, in which one or more individuals specialize 
in large departments. For example a bank in Michigan 
has a credit file of more than 500,000 individuals, while a 
New York department has two million persons listed in 
liability files. At any event, if small credits are properly 
supervised the same detailed routine must be carried out. 
An investigator must cross-check signatures of the appli- 
‘ant as well as the co-signers to determine if any of them 
have loans or if they are endorsed on other notes. 

A letter or telephone call goes to each co-maker asking 
them to verify their signatures. At the same time the 
applicant must be investigated to determine his past credit 
record. His bank, his grocer or other creditors or refer- 
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ences are called by telephone. Place of employment, in- 
come and length of service must be verified. Certain 
applicants require much more investigation to determine 
the truth of their statements than others. The average 
number of telephone calls per investigation is five. A 
strong endorser must ‘not be slighted by failure to fully 
check the applicant. 


Weeding Out.—Endorsers must be protected to the 
point of being advised of the applicant’s past record should 
it not be up to standard. This provides the endorser an 
opportunity to withdraw from what might be a liability. 
To avoid delay a committee of approval or the manager 
examine the application with the assembled credit data. 
The loan is approved or declined. How strict the prelimi- 
nary interviewers have been in weeding out ineligibles de- 
termines the percentage of applications approved. The 
percentage of applications approved reaches 89 per cent. 
in well organized departments and as low as 35 per cent. in 
those handing out applications freely. It is apparent that 
much detailed work as well as costs of investigation may 
be reduced by careful preliminary interviews at which time 
ineligibles may be declined. 

Those loans approved now are held for the return of the 
applicants. A check payable to the borrower and a receipt 
or passbook must be made up. Loan and liability cards 
and other necessary records are prepared. Some depart- 
ments make it a practice to mail checks. This verifies 
address and saves a margin of time. When consolidating 
debts it is also a common practice to issue checks payable 
to the creditors, such vouchers being noted “In Full Settle- 
ment for the Account of Mr. Thomas Burns” which serves 
as joint protection to the bank and borrower should errors 
occur in amounts or borrowers fail to pay the accounts 
listed. 

After a loan has been approved and paid out the work 
of the personal loan department is not finished. “Actually,” 
says the National City Bank, “the bank has to spend more 
time and give more attention from this point on than it has 
heretofore. Because, remember this borrower comes in to 
make his deposits at least once a month.” 

Many deposit weekly—fifty-two items during the year 
to be posted and handled. Others need notices. Perhaps 
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10 per cent. at some time during their loan will miss pay- 
ments and one, two, three or more follow-up letters or 
notices will be sent. In certain cases fines will be computed 
and added to the note. This activity cannot be avoided on 
co-maker loans. Statistics regarding delinquencies, costs 
of collection, and other details in making, servicing and 
collecting are closely alike in all well managed departments. 
They must be handled at a low cost and in a way that will 
not interfere with the other departments of the bank. 

It is generally admitted by authorities that the cost of 
detailed work in granting personal credit in banks shaves 
the margin of profit “pretty thin” and that the services 
rendered could not be provided except by mass production. 


Costs in Making Direct Co-Maker Loans.—F¥or this 
reason the estimates on costs furnished by numerous depart- 
ments, based on obtaining and maintaining a volume of 
co-signed loans, may be worth considering by those inter- 
ested in the field. To state costs it is necessary to consider 
only departments carrying $100,000 or more in loans. If 
volume is less than this amount the costs reported are found 
to be too high to permit the successful handling of this type 
of credit. In 1929 co-signer loans averaged $251 per loan; 
in 1930, $256; 19381, $260. In 1982 the average loan de- 
creased to $226. In 1933 a further reduction occurred 
bringing the average down to $225. 1934 saw an increase 
to $242, due it is believed to the introduction of auto loans 
in some small loan departments. Loans have been con- 
sistently smaller in denomination in the western, mid- 
western and northern states. Institutions reporting in New 
York State show average loans of $300; Illinois reports 
the average at $250 for the past two years. Larger cities 
tend to show larger denominations than smaller centers. 

Costs in making personal loans are deceptive, due to 
the fact that such detailed work cannot usually be correctly 
estimated without an audit, which properly allocates costs. 
It must be remembered that expense is incurred on declin- 
ing applicants as well as on those approved and serviced 
for the period of the loan. Many large institutions build 
up credit files which greatly reduce the cost of checking 
credits. However, collectively speaking, the average bank 
how attempting to make endorsed notes must rely on a 
local credit bureau which furnishes reports to merchants, 
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as well as loan files on the applicants’ past paying record. 
Fees for such reports increase the average investigation 
costs over larger institutions with their own files available. 

Small loan specialists tell us there will be about two 
worthless, foxy or unscrupulous borrowers out of each hun- 
dred loans made. They must be handled carefully along 
with the others who become delinquent for various reasons. 
There are victims of unemployment, sickness and other 
forms of unpredictable events. This class will not cause 
difficulty aside from the time required for readjustments or 
refinancing from time to time. 


The Prompt Eighty Per Cent.—Luckily more than 80 
per cent. arrange in some way to meet the payments when 
due and form the basis for possible profits in the co-signer 
field. A marvelous reduction of costs would be accom- 
plished if the note case could be filled with the latter class 
of loans. However, small advances are perhaps more se- 
riously affected by the operation of the law of averages as 
it applies to unforeseen happenings than any other type 
of loan now being made in banks. Robert B. Umberger, 
vice-president, Personal Loan and Savings Bank, Chicago, 
one of the foremost authorities on personal credit, once 
said: “It requires occasional letters, reminders, telephone 
calls, to approximately 20 per cent. of all accounts on the 
books, these notices and calls and letters being necessary 
not only with respect to the borrower, but with respect to 
co-makers who must be kept informed, and who assume the 
role of helpful collecting agents to save loss to themselves.” 


Cost Items.—-The cost items according to importance 
are: 


Cost of money 7. Reserve for taxes 
8. 


. Return interest and rebates Collection 

Salaries 9. Advertising 

. Investigation 10. Stationery and printing 
. Losses 11. Rent 

. Insurance 12. Miscellaneous 


OO me & be 


The “cost of money” varies according to the size of the 
institution. This item holds the most variation usually. 
As the small loan department in the bank is ordinarily 
furnished money to loan, this first item must include a 
proportionate share of the overhead of the other depart- 
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ments in the bank. “Return interest and rebates” refers 
to the practice extant among banks of accepting deposits 
in lieu of monthly payments. Such payments being placed 
as savings and interest allowed thereon at the end of the 
loan period. “Rebates” refer to the pro rata interest 
returned to borrowers who pay their loans prior to ma- 
turity. “Salaries” are uniform in most institutions. “In- 
vestigation” shows considerable variation, apparently gov- 
erned by the desire to develop volume. “Reserves for 
losses,” established by many banks, have averaged 1/2 of 1 
per cent. Many show losses not greater than 1/3 of 1 
per cent. 

“Insurance” refers to life insurance on borrowers which 
is now usually asked for by co-makers. Some banks charge 
an additional fee for such insurance, when not prevented by 
local or state laws. “Reserve for taxes” shows only slight 
variation, but “advertising” is not used in certain institu- 
tions reporting. Recently advertising has increased in more 
than half of institutions reporting. “Collection costs” are 
by no means constant in any two banks. 

Costs listed below are averaged from twenty-five institu- 
tions all of which carry a volume of $100,000 or more, but 
none exceed $250,000. The costs indicated are computed 
on the basis of each $100 loaned to be repaid in twelve 
monthly payments: 


. Cost of money 

. Return interest and rebates 
Salaries 

. Investigation 


ON AMP 


. Advertising 
. Collection 
. Stationery and printing 


Apparently it is not possible for small volumes in en+ 
dorsed loans to be made at less than $8.00 per $100 loan 
discount. Those banks making loans in volumes from 
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$250,000 to $1,000,000 report an average operating cost per 
$100 loaned of $5.22. Cost items reduced are cost of 
money, investigation, losses, advertising, stationery and 
printing. Volumes of $1,000,000 and upwards show still 
further reduction of cost of money and investigation. 


Co-Maker Loans—Indirect—Supporting the theory 
that endorsed loans cannot be made except in large volume 
a number of commercial banks have refused to enter the 
field of small loans during the past year because their 
location in cities of small population or even in larger 
centers was not conducive to building much volume. A 
decidedly smaller group of institutions have arranged to 
have loans made by an organization or individual outside 
of the bank proper. It is possible for such loan companies 
to establish a trained personnel and to make various types 
of small credits as well as co-maker advances. The bank 
thus has the advantage of wholesaling money at practi- 
cally as high a rate as it could net by operating its own 
department. It also accomplishes the position of a dis- 
interested spectator and is not unfavorably connected with 
forced. collections. 


Collections. — Bankers are usually good collectors. 
However, those who have tried personal loans and quietly 
left the field during the past two years place emphasis upon 
the fact they might have developed a large volume but they 
“were convinced the percentage of bothersome collections 
would remain about the same.” We have shown in this 
chapter that the present average of delinquents may be 
estimated at about 117 per thousand. 12 per cent. at times 
will miss their payments without making arrangements in 
advance. The changing status of human life is present 
and all borrowers must be fully aware that the bank is 
watching their loan constantly. Much may be done when 
a loan is being arranged to improve future payments. 
Care must be exercised to schedule payments in amounts 
that can be paid without interfering with other family 
expense. To accomplish this the same amounts may not 
be applied to each borrower. It is well to question the 
applicant as to how much his monthly bills have been run- 
ning for: 
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Groceries and meat Ice 

Rent and taxes Laundry 
Insurance and dues Car Fare 
Gas Auto Repairs, 
Telephone gas and oil 
Electricity Clothing 
Water Education 


Almost every borrower will furnish different estimates 
and the total of the family’s monthly expenses is probably 
going to average very much the same in the future. When 
these expenses are totaled and deducted from the total 
monthly income the balance will indicate what size payment 
the applicant may safely assume. (Collection costs or re- 
financing usually may be reduced by applying this rule of 
making payments suitable to income. 


The Honor Method.—Placing borrowers upon their 
honor is a second method effective in reducing delinquent 
payments. When a loan is approved the borrower is ad- 
vised that the bank does not send notices in advance unless 
requested to do so. The borrower is furnished a passbook 
showing the date deposits are due. Dollars in stamps and 
extra work are saved by this method. 

The proper filing of payment “due dates” is a second 
requirement for good collections. Numbering systems, 
whereby cards are given the number of the day of the 
month on which payments are due are popular. Each day 
collection tellers have the entire group of loans due that 
day. Those not paid within three days may be notified and 
followed up closely. Some banks “pull past due accounts” 
once each week or ten days. This method avoids a more 
complicated filing system ‘but is subject to some error in 
overlooking past due accounts. Being easy with accounts 
is an error as they tend to become more dilatory if favored 
too much. The rule that all accounts must be re-financed 
if more than sixty days past is excellent in some cases, but 
it is dangerous unless credits are re-checked carefully. 

Some institutions have hesitated to notify co-signers 
knowing the friction it causes. However, if co-signer notes 
are to be handled the less delay in calling on co-signers the 
better. They will aid greatly in having the payments 
brought to date to protect their own liability. 





roe rasta a A M4 a a a ell EERE S SR NEI 


THE BANKERS MAGAZINE 


Legality of Discounts an Issue—Recently a bank in 
Missouri made a loan of $500 payable in twelve monthly 
installments. A discount of 8 per cent. or $40 was de- 
ducted, the borrower receiving a check for $460. 8 per cent. 
was the legal rate in that state. The note was due in one 
year from date, the borrower agreeing in the body of said 
note to open a savings account and deposit promptly to the 
credit of the account one-twelfth of the face of the note until 
a total of the face amount of this note should be deposited. 
When the first deposit fell due it was not made. Two 
notices and a letter to the borrower failed to bring a 
response. In lieu of co-makers the bank in this instance 
held a chattel mortgage on a new automobile, the purchase 
of which was the purpose of the loan. 

The bank, after making further attempts to reach the 
borrower, filed a suit in replevin asking that the automobile 
be seized under and by virtue of their note and chattel 
mortgage. The borrower then appeared and posted a 
redelivery bond filing an answer with the court which set 
out that in charging $40 for a $500 loan, to be repaid 
$41.66 per month, the bank was actually collecting approxi- 
mately 16 per cent. interest, which exceeded the 8 per cent., 
legal maximum rate in Missouri, 

Other allegations were contained in the answer which 
attempted to show that national banks do not possess com- 
plete authority to execute chattel loans direct. ‘This case, 
appealed finally, has not been passed upon by the courts 
of Missouri. A similar situation arose in the City of New 
York in 1933, and the following digest appeared in the 
New York Law Journal December 22nd of that year: 


MUNICIPAL COURT OF THE CITY OF NEW YORK 
BOROUGH OF MANHATTAN, THIRD DISTRICT 


Bitts anp Notres—Leaauity Unper Usury Law or Nore ReEguirine 
Tue Maxine or Payments as Securtry—Derense or Usury 
Unper State Law 1n Action Brovent sy Nationa Banx— 
Neeoriasitity or Note sy THe Terms or Wuicu Sucn Security 
Is Requirev—Krrect or Faure to Brine Action on Nore 
upon Deravutt ry Maxine Security Payments. 


It is not usurious for a national bank in New York State to require, 
as a condition of granting a loan within the limits allowed to state 
imdustrial banks or banking companies, that additional security in the 
mature of a hypothecated account to the credit of which the maker 
and/or co-makers. deposit monthly a specified sum, be provided. 
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THE DEFENSE OF UsURY under a state law may not be asserted in 
an action on a note held by a national bank. 

A pRovISION in a promissory note requiring the maker and co-makers 
jointly and severally to make deposits to the credit of an account 
hypothecated as additional security for a loan does not destroy its 
negotiability. 

WHERE BY THE TERMs of a note the maker is required to put up 
collateral in monthly installments and the co-makers have agreed to 
make such payments, should the maker default, the fact that the holder 
of the note to whom the payments of collateral were to have been made 
did not bring an action on the note immediately upon default in the 
making of the payments, is not such an extension of time for payment 
of the note as will discharge the co-maker from liability thereon. 


Tue Nationat City Bank or New York, 
PuaintirrF, v. Bensamin Levine, SAtiy 
Levine, Sytvia C. Korrier, Moses LEvINE 
AND Joun H. Coonry, DEFENDANTS. 


Deciwep Drecemser 5, 1933. 
Harotp H. Keere, ATTORNEY FOR PLAINTIFF 
Josrrpu FiscHer, ATTORNEY FoR DEFENDANT 
Sytvia C. Korrier. 


Genuna, J.—The action is brought by the plaintiff, hereafter 
called the bank, the holder of a note in the principal sum of $216, 
bearing the names of the defendants, herein, to recover the unpaid 
balance thereon. The defendant Sylvia C. Kottler has interposed 
answer to the complaint, admitting that the bank is the holder of a 
promissory note executed by the defendant Benjamin Levine as maker, 
and that she failed to make any deposits as set forth in said note, and 
alleging as separate and distinct defenses that she is an accommodation 
indorser, that the borrower secured her signature through misrepre- 
sentation, and that she was discharged by reason of an extension of 
time of payment. The bank has made a motion to strike out the answer 
and for summary judgment and said defendant has made a cross-motion 
to amend her answer to allege a further defense of usury. 

It appears that on May 8, 1933, one Benjamin Levine was granted 

a loan by the bank in the sum of $216. To evidence the loan he 
delivered to the bank a note signed by himself and by the other de- 
fendants as co-makers. The note reads as follows: 
_._ “One year from date, for value received, we, the undersigned, 
jointly and severally promise to pay to the order of The National City 
Bank of New York, at its —-————— branch in the City of New 
York, the sum of two hundred and sixteen dollars ($216) in United 
States gold coin or its equivalent, there having been deposited herewith 
as collateral security for the payment of this note passbook No. 
15 04 365, issued by your compound interest department in the name 
of the undersigned borrower.” 

The note further provides: “The borrower agrees to deposit 
promptly to the credit of the compound interest account represented by 

























































oak ga aa ND eal 








Si MOG pas RAI DIST LE 









































tpi Ree PERS ge ena 

















Lalla SS aOR Nae Pa tity a Sali 


























A 


THE BANKERS MAGAZINE 


the said passbook the sum of eighteen dollars ($18) on June 15, 1933, 
and an equal amount at regular monthly intervals thereafter, or at 
such other times as may be mutually arranged by and between the said 
bank and any of the undersigned, until a total of the face amount of 
this note shall have been deposited, and the others of the undersigned 
jointly and severally agree to make each of the said deposits promptly 
if the borrower should default.” The note is signed: Borrower, 
Benjamin Levine; wife or husband of borrower, Sally Levine; co- 
makers, Moses Levine, John H. Cooney and Sylvia C. Kottler. 

This note fulfills all the requirements of a negotiable instrument 
(Negotiable Instruments Law, sec. 20) in that it is in writing and 
signed by the maker or drawer; it contains an unconditional promise 
or order to pay a sum certain in money; it is payable on demand or 
at a fixed or determinable future time; it is payable to order or to bearer, 
and, as it is addressed to a drawee, it is named or otherwise indicated 
with reasonable certainty. The provision regarding the deposits in the 
compound interest account in no way affects the negotiability of the 
note, for the statute specifically authorizes the making of deposits at 
stated periods available for the payment of the note (Negotiable Instru- 
ments Law, sec. 21) by providing that the sum payable is a sum 
certain, although it is to be paid with interest by stated installments, 
or by stated installments with a provision that upon the default in pay- 
ment of any installment or of interest the whole shall become due. An 
examination of the signatures indicates while Benjamin Levine signed 
as borrower he was in reality a maker of the note, and the defendant 
Sylvia ‘C. Kottler was a co-maker and not an indorser, and the de- 
fendants are jointly and severally liable thereon. The representations 
that may have been made by the borrower, Benjamin Levine, in secur- 
ing the signature of the defendant Sylvia C. Kottler are not binding 
upon the bank and are not available as a defense. It appears that 
the face of the note was $216, and 6 per cent.; discount amounted to 
$12.96; the proceeds of the note therefore amounted to $203.04. It 
also appears that $1 was credited to the compound interest account, and 
three checks were delivered in-the sum of $102, and $13.60 and $86.40 
with tax $.04, amounting to $203.04 paid to the borrower. A compound 
interest account was opened with the bank by the borrower, to the 
eredit of which he and his co-makers jointly and severally were obli- 
gated, by the terms of the note, to deposit promptly to the credit of 
the compound interest account represented by the said passbook, the 
sum of $18 on June 15, 1933, and an equal amount at regular monthly 
intervals thereafter until the amounts so deposited aggregated the sum 
of $216. It is admitted that the first deposit was not made on June 15, 
1933, and a default occurred which entitled the bank to declare the 
note matured and demand the payment of the whole amount of the 
note. After repeated demands for payment the plaintiff commenced 
this action on August 2, 1933. This cannot be construed as an exten- 
sion of the time to pay, which would release the defendant, Sylvia C. 
Kottler, from her liability as a co-maker. 

It is urged by the defendant that the loan is usurious for two 
reasons, first, that greater than the legal rate of interest has been 
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charged, and second, that the borrower did not have the use of the 
principal of the loan for the period that it was made. The rate of 
interest on this loan was six per cent. The rates of interest which 
national banks may charge is governed both by federal and state 
statute, Section 5197 of the Revised Statutes (U.S. C., tit. 12, sec. 85), 
as amended by the Banking Act of 1933, approved June 16, 1933, is as 
follows: “Any association may take, receive, reserve and charge on 
any loan or discount made, or upon any notes, bills of exchange, or 
other evidence of debt, interest at the rate allowed by the laws of the 
state, territory or district where the bank is located, or at a rate of 1 
per centum in excess of the discount rate on ninety-day commercial 
paper in effect at the federal reserve bank in the federal reserve district 
where the bank is located, whichever may be the greater, and no more, 
except that where by the laws of any state a different rate is limited 
for banks organized under state laws, the rate so limited shall be 
allowed for associations organized or existing in any such state under 
this title. When no rate is fixed by the law of the state, or territory, or 
district, the bank may take, receive, reserve or charge a rate not exceed- 
ing 7 per centum, or 1 per centum in excess of the discount rate on 
ninety-day commercial paper in effect at the federal reserve bank in the 
federal reserve district where the bank is located, whichever may be the 
greater, and such interest may be taken in advance, reckoning the days 
for which the note, bill or other evidence of debt has to run.” 

This section, in somewhat different form, was originally enacted 
in 1864. The exception then read as follows: “Except that where by 
the laws of any state a different rate is limited for banks of issue 
organized under state laws, the rate so limited shall be allowed for 
associations organized or existing in any such state under this title.” 

Under this statute, national banks were limited to charging the 
interest rates generally allowed by state law, with the exception that 
if state banks of issue were allowed a higher rate, national banks 
could charge it. The words “of issue” remained in the statute until 
stricken therefrom by the Banking Act of 1933. 

The rate of interest allowed to banks of New York by law 
(General Business Law, section 370) is: “The rate of interest upon 
the loan or forbearance of any money, goods or thing in action, except 
as otherwise provided by law, shall be $6 for $100 for one year and at 
that rate for a greater or less sum or for a longer or shorter time. 

From the affidavits submitted it appears, without contradiction by 
the borrower, that the discount reserved by the bank to itself on this 
loan of $216 amounted to $12.96, or 6 per cent. interest. This was the 
rate allowed by the foregoing federal and state laws. Moreover, the 
entire sum of $203.04, representing the proceeds of the note, was paid 
over to the borrower. 

It is urged by the defendant that the requirement that the bor- 
rower make monthly deposits to the credit of a compound interest 
account assigned to the bank as additional security for the loan taints 
the transaction with usury. 

The respect in which it is argued that such a plan violates the 
usury laws of New York is that, as soon as deposits are made by the 
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borrower into the compound interest department, those deposits are 
equivalent to payments on his loan and they operate, at least, by in- 
direction, to reduce the amount of his loan, and as the interest rate 
on the deposit is less than the 6 per cent. rate charged on the loan, 
the result is that he pays a higher rate than 6 per cent. on that part 
of the borrowed money which he still retains. A similar system is 
permitted by the New York State law to Morris Plan banks. 

Under the bank’s plan deposits for the purpose of creating a 
fund which will at the maturity of the note retire it are made to the 
credit of a compound interest account which is hypothecated to the 
bank. This account provides additional collateral security for the 
loan. Upon those deposits the same interest is paid by the bank as 
is paid to any other depositor in the compound interest department. 
Against these deposits the same reserve is maintained as against all 
others in that department. These deposits are not treated as payments 
against the loan. If in order to complete the service that was being 
rendered by its personal loan department the bank required that 
additional collateral security be provided in order to insure the retire- 
ment of the loan at the end of one year, that requirement can in no 
wise be considered usurious. 

Moreover, Morris Plan banks are organized under the State Bank- 
ing Law (article 7). This article formerly described corporations organ- 
ized under it as “investment companies.” By amendments to the statute 
made in 1932 they are defined as “industrial banking companies.” They 
are authorized to make loans not exceeding in amount $5000 each. 
They are also authorized to sell or issue certificates of indebtedness 
which may be paid for in installments. They are expressly authorized 
to make loans to borrowers on the security of their own certificates of 
indebtedness purchased by the borrower and payable in installments. 

In the case of People ex rel. Morris Plan Co. of Buffalo v. Burke 
(234 N. Y., Supp., 608) the court said: “Certainly the business of 
the relator as outlined above includes the discounting of evidences of 
debt and loaning money on personal security. Even the sale of thrift 
certificates bears striking resemblance to the receipt of money by 
national banks when certificates of deposit bearing interest are issued.” 

The result is that the Morris Plan bank may make a loan at 6 
per cent., and as a condition of the loan require the borrower to pur- 
chase a certificate of indebtedness, payable in installments and bearing 
no interest or bearing a lower rate of interest than the loan, which 
certificate is held as security for the loan. This system has heretofore 
been assailed in the courts as usurious on the ground that installments 
paid on the certificate of indebtedness were equivalent to payments on 
the loan, with the result that the borrower pays a higher rate than 
6 per cent. on the amount of the loan actually in his hands. The New 
York courts have held that this is not usurious because it is expressly 
permitted by the statute (Morris Plan Co. of Buffalo v. White, 140 
Misc., 775, 251 N. Y. Supp., 379; Morris Plan Co. of Buffalo v. Hayes, 
251 N. Y. Supp., 377). The plan of the personal loan department for 


making loans does not differ in its legal essentials from that of the 
Morris Plan banks. 
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The personal loan plan combines a note signed by the borrower 
and co-makers and an assigned collateral account to the credit of which 
there is deposited each month an amount sufficient to accumulate a 
fund to retire the loan at the end of a year, while the Morris Plan 
presents the combination of a note similarly executed together with a 
certificate of deposit against which payments are made each month. 

It is obvious that so far as usury is concerned, both the bank’s 
personal loan department and Morris Plan are lenders of the same 
class and neither is a usurer. 

It has been held that Morris Plan banks are in direct competition 
with national banks in the field in which they operate and therefore 
liable for the payment of the same tax (People ex rel. Morris Plan 
Co. of Buffalo v. Burke, 226 A. D., 258, 234 N. Y. Supp., 608, aff’d 
253 N. Y., 85). The declared purpose of Congress has been always to 
enable national banks to meet competition from any type of state bank- 
ing operation. The federal interest rate statute for national banks was 
intended to allow them to compete with any class of lenders (Tiffany v. 
Nat. Bank of Missouri, 18 Wallace, 409). It therefore follows that 
section 5197 of the Revised Statutes (supra) enables national banks in 
New York to follow substantially the same system as do the Morris 
Plan banks in this state without being subject to the charge that they 
are exacting higher rates of interest than Congress has permitted. 
If any doubt of this right has heretofore existed it has been completely 
dispelled by the National Banking Act of 1933, which accords to 
“Morris Plan banks and other incorporated banking institutions engaged 
in similar business” the right of membership in the federal reserve 
system. 

The note which is the basis of this action is therefore not usurious. 

Moreover, in actions involving a promissory note held by a national 
bank, the United States courts have repeatedly held that national banks 
are not subject to the state laws prescribing penalties for the taking of 
usurious interests but are governed wholly by the United States stat- 
utes, and the states can exercise no control over them (Barnet v. 
National Bank, 98 U. S. 555; Farmers, &c., National Bank v. Dearing, 
91 U. S., 32; Haseltine v. Ent. Bank of Springfield, No. 2, 183 U. S., 
132; Evans v. National Bank of Savannah, 251 U. S., 108; McCarthy v. 
First National Bank, 223 U. S. 493). The United States Supreme 
Court in the case of Barnet v. National Bank (supra) and the case 
of McCarthy v. First National Bank (supra) clearly enunciates the 
proposition that the defense of usury is not available in an action insti- 
tuted by a national bank against the maker of a note, and in these two 
cases construing section 5198 of the Revised Statutes of the United 
States, prescribing the penalty for the taking of usurious interest, the 
court laid down the doctrine that where illegal interest has been paid, 
twice the amount so paid might be recovered in a penal action on the 
debt. The defense of usury, relied upon by the defendant Sylvia C. 
Kottler, would avail her nothing. Motion of the plaintiff bank to strike 
out the answer and for summary judgment is granted, and motion by 
the defendant Sylvia C. Kottler to amend her answer to plead usury 
is denied. Five days’ stay. 
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State Laws Set Maximum Rate.—The majority of 
banks making co-signer loans are operating under state 
laws setting the maximum rate at not to exceed 10 per cent. 
per annum. Discounts are seldom less than $6 per $100 
loan on a yearly basis. Costs of operation prevent a much 
lower handling charge. ‘Technically this charge exceeds in 
almost all cases 10 per cent. per annum interest. 

Only a few states have made special provision to cover 
this phase of liability. On March 23, 1929, Maine approved 
personal loans by mutual savings banks. The citation is 
found in Chapter 123, An Act Relating to Personal Loans 
by Mutual Savings Banks, 

Section 27 of Chapter 144 of the public laws of 1933 is hereby 
amended by adding thereto the following subdivision, to be number 
XVIII, and titled, “Personal Loans.” 

XVIII. Personal Loans. In a note or notes of a responsible 
individual borrower with two substantial sureties or endorsers, ap- 
proved by the board of trustees, in an amount not exceeding one 
thousand dollars directly or indirectly for any one individual, and the 
aggregate of such loans shall not exceed five per cent. of its deposits. 


Under the existing laws, neither a commercial bank, 


savings bank, trust company or combination thereof may 
engage in the class and character of business contemplated 
under section 710-180 of the General Code of Ohio, which 
reads as follows: 


Any bank organized and doing business as a special plan bank, 
and which by the terms of its contract with its depositors provides for 
the receipt of deposits which are not payable unconditionally upon 
demand or at a fixed time, may in the case of any loan made upon the 
security of the character and earning capacity of the borrower and of 
the co-makers or endorsers on the borrower’s note evidencing the loan, 
in addition to discounting interest at the rate allowed by law, require 
such borrowers as additional security for such loan to make equal 
periodical deposits in such bank during the periods of the loan, with 
or without an allowance of interest on such deposits, and such trans- 
action shall not be deemed usurious. A special plan bank shall keep 
only the same reserve as is required of savings banks against all 
deposits which by the contract with the depositor are not to be paid 
upon demand or at a fixed time, and no reserve shall be required 
against deposits hypothecated to secure indebtedness of the depositor 
to the bank. 


However, the governor of Ohio has recently signed 
Senate Bill No. 327, which becomes effective sixty days 
after the date that his signature was attached. The pro- 





Youre using 
1 600,000 pounds. 
of copper 


When you telephone from New York to San Francisco 
you make use of 1,600,000 pounds of copper. And this 
is but one item in the vast equipment which gets into 
action. You know the Bell System asa reliable public 
servant. You may be interested to think of it also 
as an important user of the nation’s raw materials. 


BELL TELEPHONE SYSTEM 





visions of this bill will authorize commercial, savings and 
trust. companies and combinations thereof to amend their 
articles of incorporation to such an extent as may permit 
them to operate a special plan department. It is necessary 
that banks desiring to comply with this bill obtain the 
approval of the superintendent of banks of that state. 


California Investigation.— Messrs. Edward Craig, 
Melvyn I. Cronin, and Charles W. Lyon, acting as an 
interim committee for the Assembly of the California Legis- 
lature, reported March 22, 1935, after an investigation of 
small loans in California, that “. . ., your committee is 
convinced that small loans cannot possibly be made at the 
rate of 10 per cent. per annum. Reasonable consideration 
is basis enough for this conclusion. Suppose a person comes 
to a borrower for a loan of $50, which will be repaid in 
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three monthly installments. The lender must interview the 
borrower, take his written application, investigate his credit 
standing, verify his residence, verify his occupation and 
execute the loan papers. ‘Thereafter, he must supervise 
the loan, collect the payments, and take the risk of total 
loss. For all this the Usury Law fixes a compensation of 
84 cents. Obviously the compensation is ridiculously in- 
adequate.” 

“The ‘small loan problem’,” says this committee, “is not 
a new problem in the State of California, nor is it confined 
to this State or to the present period. It is 2a problem 
arising out of the age-old custom of lending money for a 
consideration. Its vices are born of the dominion exercised 
by the one possessed of plenty over him who has little or 
nothing. The origin of the problem may be traced partially 
to custom, but more accurately to the vagaries of human 
character. Its manifestations are disclosed and magnified 
by the power that is industry, by the centralization of 
capital, by the congestion of humanity into small areas, by 
the exactions of society, but fundamentally it may be found 
wherever men gather, because it is rooted in the essentials 
of human existence. It is necessary, therefore, that, before 
the problem is studied, it must be recognized first and its 
solution determined thereafter. By the very nature of 
things, such solution and consequent remedy must be 
paternal for it deals with the deficiencies of mankind, with 
the weakness of the oppressed and the helplessness of the 
unfortunate 

The tendency of most states is to recognize the problem 
of small loans and the need of remedy. Details vary in 
different states. Bankers may join in an effort to make 
usury laws adequate thereby helping the rank and file of 
every community, whether they are directly interested in 
personal finance or not. The cost of retailing any product 
is higher than selling in wholesale lots. Money is not 
exempt from this rule. Many endorsed loans are being 
made at such a rate that the cost of detail entirely consum- 
mates the profit. Greater risk necessitating greater protec- 
tive measures demands greater compensation. If a loaning 
institution must contend with the possibility of heavy loss 
through inadequate usury laws the type of credit becomes 
less and less attractive. 





Better Bank Management 


Allocation of Expense 


By MarsHa.u C. Corns 


This is the fourth of a series of articles on this subject which will appear 
in THe Banxers MaGazinE during 1936.—Eprror. 


HE next step in sound bank management now that 
Py epee are known, is to allocate these expenses to 

the various departments. The following is the basis 
on which expenses are allocated: 


Advertising.— Advertising is apportioned to unallo- 
cated and real estate loan, unallocated covering all adver- 
tising matter pertaining to commercial and savings business 
and will be indirectly apportioned to those departments. 


Association Dues.—A third of the association dues is 
allocated to the vault, two-thirds to unallocated, as this is 
the basis for which the service is rendered. 


Directors’ Fees.—As the main function of directors is 
to supervise the bank and direct its policies, the fees have 
been apportioned as to the amount of work involved, being 
allocated to the real estate loan, loan and discount, savings 
and unallocated. 


Donations to Charities—Donations to charities are 
governed purely by the policy of the bank, and as they 
cannot be directly attributed to individual accounts are 
charged to unallocated. 


Evaminations.—The cost of examination by the state 
bank examiners is apportioned to the various departments 
on the basis of the time taken by the examiners to make the 
examination. 


Express and Drayage.—This expense is apportioned to 
departments on the basis of use; the largest portion, of 
course, is to the receiving tellers which covers the acceptance 
of some deposits. 
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ALLOCATION OF OPERATING EXPENSE 


Yearly Monthly 
IreM OF EXPENSE Expense Average 


Loan and 
Discount 
Collection, 
Drafts, Cash. 
Cke. Etc. 
Receiving 


Advertising .00 $66.67 
Association Dues .00 20.83 
Directors’ Fees -00 50.00 
Donations to Charities -00 16.67 
Examinations -00 20.83 
Express and Drayege -00 14.58 
Insurance—Fire .00 12.33 
Insurance—Misplacement -00 104.17 
Insurance—Robbery and Burglary “ -00 83.33 
Janitor Expense -00 75.00 
Legal Expense -00 16.67 
Ree BN id doe en Cedcnnkests ‘ -00 71.67 
Policeman—Guard ; -00 100.00 
Postage 00 175.00 
Salaries ‘ -00 2,145.00 * 
Stationery and Supplies ‘ -00 308.33 
Telephone and Telegraph : 00 118.75 
Traveling Expense -00 12.50 
Vault and Equipment Upkeep.... 00 25.00 
Water, Towels, etc 14.58 67 


-91 288.33 
Depreciation, Machinery 3.58 
Depreciation, Furn. and Fix..... 1.66 


7.60 
1.00 


13.84 
42.76 


344.93 296.55 409.29 243.50 139.22 











Fire Insurance.—Fire insurance is allocated to the de- 
partments on the basis of the space and equipment. 


Misplacement, Robbery and Burglary Insurance.—As 
these insurance policies protect the bank against loss in 
their assets, the expense can only be apportioned against 
balances. Consequently, this amount is charged at the 
present time to unallocated. 


Janitor Expense—Expense connected with the janitors 
is allocated to the various departments on the basis of the 
space used. Maintenance and janitor service for the lobby 
is charged to advertising. 
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Transit Dept. 
Clearing House 
Bookkeeping 
Department 
Statement 
Savings Dept. 
Real Estate 
Loan Dept. 
New Business 
Advertising 
Unallocated 


Official 














6.83 22.34 
15.20 45.60 
2.00 6.00 


24.03 73.94 


1069.02 
reallocated 














Legal Expense—Legal expense is allocated on the 
basis of use, $11.50 being the proportion used by the real 
estate loan department. 


Light, Etc—Light expense is apportioned to the va- 
rious departments on the basis of use depending upon the 
number of bulbs and watts in use. The light in connection 
with the lobby, not necessary for customers’ service, is 
charged for advertising. 


Policemen, Guard, Etc.—Policeman’s salary is allocated 
on his usefulness to the institution. As half of his time is 
spent in assisting vault customers, and opening the bank 
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door for commercial customers, his time is apportioned on 
that basis, payers, savings and receivers getting their pro- 
portionate share of expense. 


Postage.—The various departments are charged their 
share of the postage bill on the actual basis used, the 
greatest user, of course, of this service is the statement cage. 
$82.00 for official postage is decidedly out of line in this 
case. It was caused primarily by the officers’ use of the 
bank’s mailing facilities for personal and club notices. 


Salaries—Salary expense is charged to each depart- 
ment. Real estate loan department has no fixed salary 
expense, as the officials receive a salary, which is part of 
the earnings of this department. The officers’ salary is 
such that it is charged directly to official, where it will be 
reallocated to the various departments in function. 


Stationery and Supplies—Stationery and supplies are 
allocated to the departments on the basis of actual use. 
This item, however, can be further reduced by combining 
records and forms and eliminating duplication. 


Telephone and Telegraph.—Telephone and telegraph 
expense is a simple allocation and is allocated to the depart- 
ments with the exception of $33.00 which is charged to 
unallocated. This charge to unallocated represents a por- 
tion of the telephone and telegraph expense which can be 
charged to the customers and not be assumed by the bank. 
For the time being, the budget, however, is set up to 
accommodate the entire amount. 


Traveling Expense.—Traveling expense is incurred by 
the officers of the real estate loan department and the new 
business department and is a direct charge attributed to 
those departments. 


Vault Equipment and Upkeep.—aAll such expense is to 
be paid for entirely by the above department. 


Water, Towels, Etc_—This monthly expense is allocated 
to each department entirely on the basis of use. 
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Machinery Depreciation—Expense in this connection 
is allocated to various departments in accordance with the 
Schedule A. 


Depreciation, Furniture and Fixtures.—Allocated to 
the various departments on the basis of use as described in 


Chart B. 


Rent and Taxes.—Expense is allocated to the various 
departments on the basis of space used, in accordance with 


Chart C. 


Unallocated and Official—There are three ways of 
charging official and unallocated expense: one, by charging 
the expense as account overhead based on a flat charge per 
account, which makes the charge exceptionally high and 
results in small accounts showing a loss without activity; 
two, charging expense on the basis of per $1000 of deposits 
which often entails considerable explanation as far as the 
customer is concerned; three, redistributing the expense to 
the departments and including it in your item cost, which 
is probably the best method inasmuch as it eliminates the 
point of discussion difficult to explain to the customer. On 
the latter basis we will allocate 10 per cent. of the expense 
or $160.90 to the business extension department, 5 per cent. 
or $53.45 to the vault, 10 per cent. or $160.90 to the savings 
department, 40 per cent. to the commercial department 
which should be distributed to your nine commercial de- 
partments, 35 per cent. or $374.16 to investment of funds, 
which will be deducted from the average monthly income 
before applying the rate to deposits. 

The apportionment of expense in dollars and cents to 
the various departments is shown on pages 454-455. 

All of the current monthly expense has been appor- 
tioned to the various departments. You will note, however, 
that quite a large sum has been apportioned to official and 
unallocated. The reason that apportions have been made 
in this manner is due to the fact that only actual operating 
expenses or expenses applicable to the activity of accounts 
were charged to the various departments. Unallocated and 
official are reapportioned separately. 

Next month’s article will show the application of these 
department costs so as to arrive at item costs used in the 
analysis of accounts. 





Remove Opportunity and Reduce Crime 


Banker there appeared a short article 

which had evidently been inspired by 
the following quotation of the super- 
intendent of police of Pennsylvania, 
Lynn G. Adams: “So far as the police 
is concerned, all crime is a matter of 
opportunity. Remove the opportunity 
and you reduce crime.” 


The author suggests that bankers get 
together and give serious thought to 
removing crime opportunities. He says: 

Aside from crimes within its own 
organization, we can list the total 
crimes against banks as follows: 


Regular orthodox daylight hold-up, 
in which the life of the banker is 
threatened and the place raided in a 
manner with which almost every banker 
is familiar. 


Morning ambush and kidnap type of 
robbery, as has happened in almost 
every state in which bank criminals 
have been at all active. 

Night burglary by explosives or the 
torch. 

Messenger hold-up between the bank 
and some place of business or other 


bank. 


Referring to Mr. Adams’ epigram at 
the opening of this article, we might 
say that routine in the transference of 
cash outside of the bank gives the bandit 
his choicest opportunity. By routine, 
we mean the same man or boy or girl 
leaving the bank by the same door at 
the same minute each day or once a 
week, going by the same route to the 
same business house or other bank or 
Federal Reserve Bank. Such pro- 
grammed regularity helps the bandit to 
map out a plan that presents very little 
risk and hardly any chance of identifica- 
tion. 

We are convinced that in most cases, 
if not in every case, the transference 
of cash from bank to. bank or between 
bank and commercial establishment, can 
be so varied as to method, personnel 
458 
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and time that it would require a long, 
continuous survey, involving a very 
hazardous exposure of the criminal’s 
identity, to plan and execute a mes 
senger hold-up or pay-roll raid. 

An official of the bank might run 
the errand today at a certain hour, a 
messenger the next time at an entirely 
different hour and over an entirely 
different route, two young ladies the 
next time, carrying the cash in some 
thing different from the standard “give- 
away” money satchel. 

A little intensive study of this par 
ticular hazard should permit the ofhcials 
of any bank to figure out a dozen dif 
ferent ways to safeguard the cash being 
transferred and confuse the criminals 
who would like to waylay the messenger 
and take that cash away from him. 

All bankers must remember that it 
is not possible to slow down or stop 
either hold-up ‘or burglary, no matter 
how planned or executed, unless you 
are willing to make some sacrifice in 
the time or effort, convenience or 
actual cash, that is necessary to permit 
a change in your present easy-going 
method of handling every exposure that 
spells “Opportunity” for the criminal 
class. 

If you really want to stop daylight 
hold-up, you must give some thought 
to the problem and call into consulta 
tion someone who has had experience 
along this line. If your mind runs to 
any particular method of protection, 
you certainly would be wise to dig into 
that method and get at all the facts 
related thereto. Then if these facts 
lead you to the adoption of that means 
of protection, adopt it without a mo 
ment’s unnecessary delay. 

Briefly, here’s a suggested program: 
talk the matter over among yourselves, 
call in the man whom you decide i 
the proper man to consult, get his very 
best advice, then act upon it. No harm 
can come from every banker doing his 
very best. 
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INVESTMENT AND FINANCE 


Edited by Oscar Lasdon 


Bank Bond Policy 


institutional investment policy is 

widely recognized. Since the post- 
war period, we have witnessed a steady 
decline in the volume of direct short- 
term industrial financing handled by the 
banks; a parallel development has been 
the steady growth of bank bond port- 
folios. Today, our banks are large hold- 
ers of securities, and interest on these 
investments constitutes an important 
part of bank income. Bond investing 
has become an integral part of bank 
management. 

While numerous studies have been 
made of bank investment activities, most 
have been conducted along conventional 
lines. Subject matter has largely been 
confined to discussions of diversification, 
dealing with the proper ratios of U. S. 
Government and municipal issues, as 
well as industrial, railroad and public 
utility bonds in the “average” bank 
portfolio. 


i the importance of definite 


INADEQUACY OF BANKING STATISTICS 


The fact that surveys have not been 
broader in scope may be properly at- 
tributed to the inadequacy of available 
banking statistics. Data compiled and 
published by Federal and state banking 
authorities has furnished only general 
information on holdings of different 
classes of bonds. Summaries of bank 
call reports permit only superficial ex- 
amination of bank bond policy, merely 
indicating the relative favor or disfavor 
with which the various types of obliga- 
tions are regarded. Analysis, therefore, 
has largely been restricted to this par- 
ticular phase. 

Practical bankers have repeatedly 
pointed out the necessity of formulat- 
ing a definite portfolio policy, including, 
not only percentage holdings, but also 
teplacement of maturing issues. To 


date, however, there has been little op- 
portunity to compare individual institu- 
tional activity with the practices pur- 
sued by the banking community as a 
whole. Lack of comparative data has 
militated against such procedure. The 
desirability of gathering more detailed 
information about bank investments can 
hardly be overemphasized. 


BANKERS MAGAZINE INVESTIGATION 


To illuminate some of the “blind 
spots” of portfolio practice, THE BANK- 
ERS MAGAZINE undertook an independ- 
ent investigation. The present study, 
the first of a series, was initiated to de- 
termine the prevailing bank attitude to- 
ward the bond market and to indicate 
the relative vulnerability of bank port- 
folios to a decline in high grade bond 
prices. For this purpose, inquiry was 
made as to the proportion of short and 
long-term issues in bank bond accounts 
The results of this study are based on 
examination of data kindly supplied by 
thirty of the country’s leading commer- 
cial banking institutions. Policies pur- 
sued by the latter are believed indica- 
tive of practices followed by informed 
bank managements in the large cities of 
the nation. This study, however, does 
not reflect country bank procedure. 

As of December 31, 1935, those in- 
stitutions reporting in this survey showed 
average holdings of direct U. S. Govern- 
ment obligations amounting to 68 per 
cent. of all bonds owned; 63 per cent. 
of these Federal securities matured in 
less than five years. Similar averages 
for all central reserve city and reserve 
city member banks reporting to the Fed- 
eral Reserve Board as of the same call 
date were tabulated at 69 per cent. and 
68 per cent., respectively. This uni- 
formity tends to confirm the belief that 
the present study represents a good 
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EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 
ACCOUNTANTS AND AUDITORS 
Forty-Two Broadway, 


cross-section of this portion of the bank- 
ing community. 


SHORTENING MATURITIES 


Analysis of the data submitted in this 
report shows that by far the majority 
of institutions have been fortifying 
themselves against a possible decline in 
the bond market by shortening their in- 
vestment maturities. Table I presents in 
some detail a composite average of the 


New York City 


institutions were far apart and reflected 
not only sharp differences in practice 
but also individual institutional prob 
lems, such as heavy savings deposits. 
A general idea of the different 
methods pursued in shaping portfolios 
may be gathered from Table II where 
percentage approximations of twenty 
bond accounts, adjusted to the nearest 
five per cent. figure, are set forth. The 
ratios of the remaining ‘institutions re 
porting in this survey vary but slightly 


TABLE I 
DaTA AS OF DECEMBER 31, 1935 


0-5 5-10 

years years 

maturity maturity maturity maturity 

Percent. Percent. Percent. Percent. 
Corporate Issues 38 16 54 46 
Municipal Issues 61 17 78 22 
Total Corporates and Municipals. . 51 17 68 32 


0-10 
years 


Over 10 
years 


corporate and municipal bond maturities 
of the reporting institutions. 

From the point of view of protection, 
the above figures are subject to some 
qualification. Bond portfolios contain 
small amounts of defaulted securities, 
which offer little in the way of price 
stability. On the other hand, many of 
the longer term issues held are high 
grade bonds selling above callable prices 
and, consequently, are in effect short ma- 
turities. However, these differences are 
small and adjustments, if they could be 
made, would probably prove minor in 
degree. 


METHODS PURSUED 


However, the averages compiled give 
little indication of individual bank 
policy. The practices pursued by many 
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from some of those outlined and are 
therefore omitted. 

The figures seem to indicate little cor 
relation among the various classifications, 
either as to type of issue or maturity. 
On the whole, a general tendency to 
ward shorter term securities is evident; 
relatively, this is more apparent in the 
municipal than corporate division. It 
is obvious that few generalizations can 
be drawn; that a preponderance of Gow 
ernment bonds in the short-term cate 
gory did not necessarily forecast similar 
ity in the other:‘two groups. Many varia’ 
tions occurred. Haphazard proportions 
in the corporate group represented, to 
some extent, holdings of securities car 
ried over from other years, which 
not be liquidated except at prices. sub 
stantially below those originally paid. 
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TABLE II 


BANK Bonp HOLDINGs, 


Proportion of direct 
U. S. Government 
obligations to total 
bond investments 

Per cent. 
95 
90 
90 
90 
90 
85 
80 
80 
80 
75 
70 
70 
65 
55 
45 
45 
45 
40 
25 
25 


maturing in 


Per cent. 


60 
60 
45 
60 
80 
75 
45 
60 

100 
70 
55 
45 
65 
65 





PRESENT ATTITUDE CRITICIZED 


The fact that a general shifting to 


shorter-term obligations has occurred 
would seem to indicate little confidence 
in the stability of long-term bond yields 
at present low levels. This is particu- 
larly impressive in view of the fact that 
normal banking processes have not been 
especially remunerative; to increase in- 
come, many institutions would purchase 
long-term bonds if convinced of future 
stability. Some observers have charac- 
terized present day high grade bond 
prices as reflecting the same “new era” 
psychology that common stocks dis- 
played in 1929. 

From a functional banking standpoint, 
the propriety of investing in long-term 

nds is open to question. Viewing the 
problem objectively, from the standpoint 
of the banking system as a whole, such 
4 practice violates orthodox commercial 
banking principles. From an investment 
angle, present day bank attitude toward 
the bond market has been sharply criti- 
cized in some quarters as reflecting fear 
rather than logic. Intangibles, such as 
economic and political uncertainties, it 


Proportion of 
U. S. securities 


than five years 


DECEMBER 31, 1935 


Proportion of 
corporate issues 
maturing in less 
than ten years 
Per cent. 


100 
No corporates 

20 

85 

60 

20 

5 

95 

65 

80 

45 

65 

30 

No corporates 

100 

86 

30 

25 

100 

20 


Proportion of 
municipal issues 
maturing in less 

than ten years 

Per cent. 

100 
85 
0 
95 
55 
100 
50 
90 
100 
100 


less 





is stated, have made bank management 
overly cautious. 


HARDENING OF RATES NOT IMMINENT 


In appraising the future of the bond 
market, it is maintained that portfolio 
managers have been formulating policy 
solely on the basis of experience of the 
past two decades; that such experience 
is not broad enough to permit general- 
ization in the present instance; that to 
be more accurate, comparison should be 
made with the easy money conditions 
which prevailed for some time before 
and after the turn of the century. Fur- 
thermore, it is added that present gold 
reserves of over ten billion dollars are 
unprecedented, that the United States 
is a creditor nation which will not ex- 
port capital. From a long range point 
of view, the strength of these forces 
should not be underestimated. In the 
absence of unforeseen and extraordinary 
events, it is not believed that a material 
hardening of money rates is imminent; 
that if a slight tightening of credit does 
occur, long-term rates will not be af- 
fected appreciably. 
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language y PERSONAL 
BERLITZ INSTRUCTION 


You can’t help learning languages the 
Berlitz Way—a Method scientifically 
designed to give you easy, fluent speech 
and authentic native accent in French, 
Spanish, German, Italian, Russian, or 
whatever language you choose. 

Small groups, to meet day or evening, 
now forming. Write, call in person, or 
phone “Secretary of Admissions,” for 


FREE BOOKLET and arrange for your 
FREE TRIAL LESSON 


c 
BERLIT Ziinavices 
39 West 34th Street, New York PEnn 6-1188 
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Boston 3S 40 Newbury St. 
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WASHINGTON 1115 Connecticut Ave. 
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and in every leading city of the world 


“*Language Teachers of the 
World for Fifty-six Years”’ 


Institutions replying to this inquiry 
indicated that most of the turnover in 
their bond accounts arose out of shift- 
ing to shorter-term issues and switching 
into higher quality obligations, where 
such a program proved practicable. A 
number of banks engaged in a fair 
amount of trading operations while 
others reported that turnover was due, 
in large measure, to the purchase of ad- 
ditional investments. The inclusion of 
a substantial amount of corporates, held 
for trading purposes, further clouded 
attempts to discern maturity policy 
through interpretation of the figures 
submitted. 


BANKERS KEENLY AWARE OF DANGERS 


Relatively few bankers approved of 
the practice of segregating special funds 
for investment behind time deposits. 


However, some maintained that rela- 
tively heavy savings accounts necessi- 


tated recourse to a larger proportion of 
long-term investments. Many of the 
latter obligations held, though not called 
for redemption, were selling on a 
“called” basis. If not redeemed, they 
constituted profitable long-term invest 
ments and at the same time were im 
mune from severe price depreciation. 

On the whole, the survey shows that 
bank executives are keenly aware of the 
dangers involved in the indiscriminate 
purchase of securities; that, although 
different policies were pursued in regard 
to maturities in different divisions, most 
accounts were strongly intrenched in 
short-term securities. It is hoped that 
this survey will spur further independ- 
ent investigations. Additidnal study is 
needed to clarify present day portfolio 
practices. 
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GOVERNMENT CRITICIZED 


Not only has the Federal Government 
made serious inroads into the field of 
private enterprise but by its monetary 
policies and harassing legislation it is 
weakening the very foundation of our 
economic system. Through confiscatory 
and discriminatory taxation, attacks 
upon bigness and the like, the Govern 
ment is destroying the incentive for 
business to make profits thus making 
it increasingly difficult to accumulate 
reserves upon which the whole ew 
nomic system rests. . . A large 
part of the trouble today attributed to 
capitalism is in reality the cumulative 
effect over the past two decades of the 
extension of government into business 
and the adoption of national policies 
economically unsound. There has been 
abuse and economic distress under pri 
vate enterprise but this is due in n0 
small measure to: the Government’ 
failure to perform its essential duties. 
On the other hand, Government control 
of business on a large scale has in all 
cases, since the dawn of history, proved 
a disastrous failure with dire conse 
quences to all—New England Letter, 
First National Bank, Boston. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


THE GENERAL OUTLOOK 


France and Great Britain continue at 
loggerheads both with respect to Ethi- 
opia and Germany. In the latter coun- 
try Hitler has had an “election” at which 
only ballots supporting his régime have 
been counted. The subjugation of 
Ethiopia by Italy proceeds apace, and 
squabbling over the peace terms has al- 
ready begun. From this perplexing 
state of affairs in Europe, one may turn 
with a considerable degree of hopeful- 
ness to affairs throughout the Western 
Hemisphere where peace prevails and 
where the various countries, almost with- 
out exception, are marching steadily 
forward in the increase of production 
and trade. 


GREAT BRITAIN 


Bupcet balance for the fiscal year 
1935-36 has again been achieved, the 
oficial surplus being stated at £2,941,- 
000, but as the provision for interest 
and management of the national debt 
turned out to be £12,466,224 more than 
was required, it is held that this should 
be added to the above official figures, 
making the actual surplus £15,407,224. 
But, as an offset to this, it is pointed out 
by The Economist that in getting this 
surplus some special funds have been 
“raided,” the true surplus, therefore, 


would be brought down to £8,407,224, 
and this takes no account of some £8.8 


. millions of accrued interest on national 


savings certificates. The task of bal- 
ancing the budget for the current fiscal 
year will be difficult, in the opinion of 
The Economist, and this difficulty will 
be increased next year on account of 
heavy expenditures for rearmament. 

New capital issues for the first quar- 
ter of 1936 aggregated £61,900,000, 
compared with £27,300,000 for the first 
quarter of 1935, and £20,100,000 for 
the first quarter of 1934. The embargo 
on foreign loans has not been lifted. 

The index of production, compiled 
by the Board of Trade, was at 116.9 for 
the manufacturing industries, compared 
with 108.5 for 1934. Total for all 
groups was 113.5 in 1935, against 106.1 
in 1934. The index of production in 
the manufacturing industries was the 
highest for any year since the first cal- 
culations were made in 1927. 

From the Monthly Review of Barclays 
Bank Limited it is learned that according 
to official estimates of the international 
balance of payments of the United 
Kingdom on current account for 1935, 
the year ended with an excess of re- 
ceipts of £37 million, compared with 
a revised debit balance of £2 million for 
1934 and approximate equilibrium for 
1933. The credit balance last year was 


BANKERS INVITED 


FOREIGN BANKS ARE INVITED TO CORRESPOND WITH 


The Central Bank of India, Limited 
Bombay (India) 


OUR close contact with the commercial activities with seven 
Offices in the City and various Branches in other parts of 
. India, puts us in the best position to serve you. 
S. N. POCHKHANAWALA, Managing Director 





Collections on Ecuador, South America, 
through La Previsora National Bank of Credit 


Head Office: 


Main Branch: 


GUAYAQUIL 


QUITO 


33 Branches and Collecting Agents in other commercial cities. 


Collection service is complemented by a Credit Information Department. 
Credit Reports and Quarterly Business Survey, sent free on request. 
55% of Guayaquil deposits and 34% of the Country’s total deposits are 


kept with this Bank. 


54% of all collections on Guayaquil, and 48% of collections on the whole 


country are handled through us. 


Our Collection Department was established ten years ago and it now 
ranks first in the Banking System in this country. 


Only Efficiency and Service account for this fact 


the first achieved since 1930, when the 
balance in favor of the country was es- 
timated to have been £28 million. Dur- 
ing 1935, the excess of imports over 
exports of merchandise amounted to 
£275.7 million, or nearly £8.5 million 
less than in 1934, a rise of £25.5 million 
in imports being more than offset by an 
expansion of £34 million in exports. 
Mainly as a consequence of the United 
States monetary policy, movements of 


silver were abnormally large in 1935, 
exports amounting to £54.9 million and 
imports to £40.4 million, resulting in a 
net efflux of £14.5 million, whereas in 
the previous year there had been a net 


import of £9.6 million. The adverse 
balance of trade in merchandise and 
silver bullion and specie, therefore, at 
£261.2 million, was £32.6 million lower 
than in 1934. 

Revival of enterprise in Scotland is 
going on to quite a marked extent, ac- 
cording to an annual survey made by the 
Clydesdale Bank Limited. After giv- 
ing a number of concrete evidences of 
this revival, the survey concludes with 
this characteristic observation: “No last- 
ing restoration of prosperity can be 
achieved unless recovery externally aris- 
ing is regarded, not as an ‘act of God’ 
which justifies complacent gratitude, but 
rather as a heaven-sent opportunity for 
yet more strenuous reorganizing effort 
within our borders.” 


FRANCE 


Ow1nc to difficulty in floating long-term 
loans at a satisfactory rate, the limit of 
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short-term Treasury bills was recently 
raised from 15 million to 21 million 
francs. While this increase is regarded 
as greater than the ordinary require- 
ments, it was considered advisable be- 
cause of increased outlays for military 
purposes. It is expected that the bills 
will be discounted by the Bank of 
France. Of late the deposits in the lead- 
ing French banks have declined to a 
considerable extent. 

Fiscal receipts of the Government are 
being maintained close to the estimates. 


It is regarded as likely that the new 
Parliament, when it assembles in the 
early summer, will have to give further 
consideration to the devaluation of the 
franc. 


SWITZERLAND 


SOME improvement is noted in Swiss 
economic conditions. Unemployment, 
never numerically large, has lately shown 
a marked reduction. The budget for 
1935 showed a deficit of 18,500,000 
francs, which was not so great by 23, 
000,000 as the estimate. Recently a 4 
per cent. loan of 100,000,000 francs, for 
the conversion of an electrification loan 
of the Federal railways, was over-sub 
scribed. The watch-making industry, 
an important one in Switzerland # 
showing improvement. On the other 
hand, the embroidery industry is lat 
guishing, and the Government is ef 
deavoring to reduce the number of 
looms in operation. 





Aa : CABLE ADDRESS: BANCO 
isle HEAD OFFICE: MANILA 


BRANCHES 
Cebu, Iloilo, Zamboanga 


Authorized 
Fully Paid P6,750,000.00 
(US$1.00=P2.00) 


BIGHTY YBARS 
and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor~ 


tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


JAPAN 


THE finance minister has reported com- 
pletion of the draft working budget for 
1936-37, calling for expenditures of 
2,310,000,000 yen, or an increase of 
32,000,000 yen over the budget prepared 
by the former cabinet. Under the new 
draft, bond isues total 710,000,000 yen, 
an increase of 30,000,000 yen. The 
total expenditures do not include ex- 
penses for special enterprises contem- 
plated by the present cabinet. Reports 
of revenue received during the first ten 
months of the present fiscal year show 
a decline of 2,000,000 yen, while ex- 
penditures registered an increase of 37,- 
700,000 yen, compared with the same 
period in the previous fiscal year. 


FINLAND 


In the March issue of the Finish Trade 
Review, Risto Ryti, governor of the 
Bank, of Finland, carefully reviews the 
satisfactory economic progress of the 
country. He points out the gain in in- 
dustrial production, increase in foreign 
trade, decline in unemployment, reduc- 
tion of the public debt, liquidation of 
foreign indebtedness, the satisfactory 
condition of the budget, and the main- 
tenance of a stable price level. He con- 
cludes his interesting survey with this 
observation : 

“Tt will be seen from the above that 
Finland has successfully weathered the 
depression, and has since utilized every 
Opportunity offered by the world mar- 


Inquiries and correspondence invited. 


ket to improve its economic position. 
Thus Finland, with considerably reduced 
foreign debts and freed from the danger 
of short-term debts, has been able to 
strengthen its powers of production even 
more than formerly. The above justifies 
a hopeful attitude with regard to the 
future.” 


HOLLAND 


As an indication of revival in one im- 
portant line of Dutch industry, it may 
be noted that the diamond trade in The 
Netherlands is improving. Purchases of 
rough diamonds from abroad in 1935 
were of the value of 12,017,595 florins, 
compared with 7,109,452 florins in 1934. 
In the same time the purchases of cut 
diamonds from abroad rose from 3,520,- 
607 florins to 5,687,092 florins. 


SOUTH AFRICA 


THIS country was among the compara- 
tively few whose budgets balanced in 
the last fiscal year, the surplus being 
£3,055,000, considerably above expecta- 
tions. High profits of the gold mines 
ate given a large share of credit for the 
country’s prosperity. 
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TO END UNEMPLOYMENT 


THE relief the unemployed are praying 
for is a regular job, and the only way 
9,000,000 jobs can be found is through 
sound business recovery on a broad 
front.—Ogden L. Mills. 
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Christiania Bank og Kreditkasse 


Oslo (Christiania), Norway 


Founded 1848, 


First established 
private bank in 
Norwav 


Telegraphic address: 


BANKING BUSINESS OF EVERY 
DESCRIPTION TRANSACTED 


Kreditkassen 


Paid up capital 
and reserve funds 
Kr. 40,000,000. 


New York Agents: 


The National City Bank of New York, Guaranty Trust Company of New York, 
and Irving Trust Company 


INTERNATIONAL BANKING NOTES 


BritisH OversEAs BANK LIMITED. As 
of March 16 this bank took over the 
business of Frederick Huth & Co. Lewis 
Huth Walters, partner of the firm of 
Frederick Huth & Co., has been ap- 
pointed an advisory director of the 
British Overseas Bank Limited, and 
Louis Ernest Meinertzhagen, partner of 
Frederick Huth & Co., becomes a mem- 
ber of the board. 


Miptanp Bank Limitep. J. G. Bu- 
chanan, joint general manager, has re- 
tired after nineteen years of service with 
the bank, and has become a member of 
the board of the Midland Bank Execu- 
tor and Trustee Company. Clarence 
T. A. Sadd, formerly assistant general 
manager of the Midland Bank, has been 


appointed joint general manager. 


CENTRAL BANK oF INDIA Ltp. The an- 
nual statement of this bank shows a net 
profit for the year ended December 31, 
1935, including the sum of Rs. 5,16,724, 
brought forward from the previous year, 
of Rs. 25,00,643. This sum was ap- 
plied in the following manner: To an 
ad interim dividend for the first half 
year at the rate of 6 per cent., Rs. 
5,04,396; amount provided for doubtful 
debts, Rs. 5,00,000; transferred to sink- 
ing fund, Rs. 2,00,000; for income tax 
and super-tax, Rs. 50,000. The balance 
the directors proposed to be paid out as 
a final half-year dividend at 6 per cent., 
of Rs. 5,04,396; and a special jubilee 
bonus at 2 per cent., of Rs. 3,36,264; 
carried over to next year’s account, 
Rs. 4,05,587. 
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This bank has been expanding. its 
services by additional branches, offices 
and agencies during the past two years. 
The total resources of the bank increased 
to Rs. 31,93,98,758 on December 31, 
1935, as*compared with Rs. 28,48,42, 
323 at the end of the previous year. 


DEUTSCHES INSTITUT FUR BANKWIs- 
SENSCHAFT UND BANKWESEN (the Ger: 
man Institute for the Science and Prac: 
tice of Banking) has been recently in 
augurated in that country. German 
bank officials have been holding cow 
ferences with English officials during the 
past year concerning establishment of 
this institute. It is intended that there 
be an interchange of ideas on educa 
tional matters of mutual interest be 
tween the two countries. 


BeLciuM has made permanent the 28 
per cent. devaluation of the belga, aw 
nounced temporarily last year. In do 
ing so, it was announced, the stabiliza- 
tion fund has been dissolved and turned 
back to the treasury for general ex 
penses. The decree states that the Na 
tional Bank of Belgium is equipped with 
its own resources to defend the de 
valued belga. The bank's resources afe 
increased by the revaluation of its gold. 


Ir is reported that the Los Angeles 
Mexican Chamber of Commerce and 

Confederation of Chambers of Com 
merce have plans under consideration for 
the establishment of a Mexican bank in 
that city or obtaining for Los Angeles 


a branch of some Mexican institution. 





"Vion your Business Extends 


.in CANADA .... there 
is the Bank of Montreal 


< 


Through its network in Canada of more than 
500 branches — each of which is in intimate 
contact with the economic life of the particular 
community it serves — the Bank of Montreal 
provides American banks and trust companies. 
with unsurpassed banking service throughout 
the Dominion, as well as with sources of val- 


uable business information. 


BANK OF MONTREAL 


Assets over 
$750,000,000 


NEW YORK AGENCY: 
CHICAGO OFFICE: : 
SAN FRANCISCO OFFICE: 


Head Office: Montreal 


Established 1817 


: 64 Wall Street 
27 South La Salle Street 
333 California Street 


Current Conditions in Canada 


IGHER prices for wheat, a gen- 
He improvement in company 

earnings and a consistently ad- 
vancing trend in trade, together with 
oficial preparations for vigorous treat- 
Commission for the co-ordination of 
ment of the unemployment and relief 
problem, are among the constructive 
elements in the general business situa- 
tion of the Dominion, according to the 
Business Summary of the Bank of Mon- 
treal. 

Mining, which made so large and 
noteworthy a contribution to the gen- 
eral economic advancement of last year, 
continues to play a major part in the 
story of industrial expansion, and the 
Dominion Government is actively en- 
gaged in the promotion of mining de- 
velopment through the operation of its 
Own scientific services. 

_ The Federal Government's program 
M respect to unemployment has been 
submitted to Parliament. It proposes 
to establish a National Employment 


all relief efforts, also to explore new 
avenues of employment and generally 
to achieve greater efficiency and econ- 
omy, with resultant advantage to the 
unemployed and to the public treasury. 

Although rural purchasing power re- 
mains weak in some localities, many 
farmers seem to have rather more cash 
than a year ago for the purchase of 
farm implements and other equipment. 
In all except the more backward dis- 
tricts the farmers are now busy with 
their cultivation, and thanks to the 
abnormally generous snowfall of last 
winter moisture conditions in the prairie 
country are reported better than they 
have been for some years past at the 
corresponding date. 

The newsprint industry, while main- 
taining its output, has not emerged from 
its difficulties, but various plans for the 
reorganization of the capital structure 
of some embarrassed corporations offer 
hopes of a gradual improvement in the 
fortunes of the industry. In the manu- 
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facturing field generally, conditions are 
reasonably healthy but not uniform. 
Many manufacturers are hesitant about 
making heavy commitments until the 
tariff policy of the Government has 
been more explicitly set out in the 
forthcoming budget. 

Complaints are rife about the grow- 
ing severity of Japanese competition in 
certain lines, and some types of Ger- 
man goods, whose export is heavily 
subsidized by the German Government, 
are being offered at prices with which 
local manufacturers say they cannot 
hope to compete. The iron and steel 
plants, however, have a good volume 
of orders on hand and there is a brisk 
demand for various kinds of equipment 
and machinery produced by the second- 
ary industries. On the other hand, the 
production of boots and shoes after 
reaching a high level for the first two 
months of the year now shows signs of 
falling off and some furniture plants 
are feeling the effect of American com- 
petition. 

The rise in the car-loading index 
shows that the movement of merchan- 
dise gained momentum at the beginning 
of April and the reopening of naviga- 
tion on the St. Lawrence waterways 
system promises to give it further im- 
petus. 

The Federal Budget is not now ex- 
pected until the beginning of May and 
it is predicted that the aggregate na- 
tional deficit for the fiscal year 1935-36 
will, when the railway deficit and other 
special expenditures are taken into ac- 
count, be at least 130 million dollars. 
Few important changes in taxation are 
expected but there may be considerable 
adjustments of the tariff. 


The problem of provincial debts and 
finances continues to be a source of 
worry and the decision taken by the 
Alberta Government not to accept the 
Loan Council Scheme proposed by the 
Minister of Finance made it impossible 
for the Federal Government to give it 
any assistance in meeting a maturing 
bond issue of $3,200,000 which fell 
due on April Ist, with the result that 
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on that date Alberta defaulted on the 
issue in question. Meanwhile, the pro- 
vincialgovernment has reiterated its 
intention of refunding its debt on a 
lower interest basis. 

* * & 


In its Monthly Commercial Letter for 
April, the Canadian Bank of Commerce 
finds that the progressive movement 
under way in Canada promises to be 
more regular than that taking place at 
the same time last year. Some of the 
primary industries have shown marked 
improvement in the export trade, and 
though manufacturing activities have 
been somewhat irregular, construction 
work has a larger program for some 
months ahead. Except in British Colum- 
bia, the new agricultural season opens 
under better conditions than a year ago. 
The leading lumber production area for 
the first two months of this year was 
70 per cent. greater than for the same 
period in 1935. 
ea: Ss 


Ir is found by the Royal Bank of 
Canada that mining activity will soon 
be contributing one hundred million 
dollars a year to other Canadian indus 
tries, aside from the purchases made 
with the wages of miners. This bank 
also sees great gains in the physical 
volume of business as compared with 
the three preceding years. There has 
been an important gain in manufactur: 
ing, particularly in the iron and steel 
groups, with a corresponding increase 
in employment. 
= SS 


REPORTS current in the newspapers itv 
dicate that a struggle for control of the 
Bank of Canada is in progress, those 
who favor Government control putting 
forth their claims along lines familiar 
in the United States, where similar con 
tests for control of the Federal Reserve 
System have long been waged. 
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ANARCHY is always a revolt against 


unjust laws. — Lyman 


Abbott. 


and unequal 





ADVERTISING AND PUBLIC 
RELATIONS 


Edited by Malcolm Davis 


Dignity or Attention in Advertising? 


By S. L. Conarp 
Advertising Manager, The Broad Street National Bank, Trenton, N. J. 


the advertising in our bank I felt 
the need for modernizing the copy 
used in our newspaper ads. It was my 
impression that banks had tried to build 
prestige by keeping their copy dignified 
to the point where they were reaching 
a very small percentage of readers. 
Using the present tendency to hold 
most copy to the informative type, I 
felt that banks should try to reach every 
reader possible whether or not he is a 
prospect for bank services. During the 
next few years the American banking 
system will be on trial and it is just as 
desirable for the voter who will never 
patronize your services, to be informed 
about banks from the right source, as 
it is to direct your attention to only 
prospective customers. 


Tes: years ago when I took over 


“THE HISTORY OF BEGINNINGS” 


With these ideas in view we agreed 
to a plan adopting our present series of 
ads entitled “The History of Begin- 
nings,” when approached by an execu- 
tive of an advertising firm. Investigat- 
ing this plan we found that at a con- 
vention of 200 editors in New York, 
where they were trying to determine 
what the public was reading in their 
papers, a survey showed 29 per cent. of 
the readers followed the sport news, 
46 per cent. read editorials and only 
18 per cent. were interested in financial 
news, while 90 per cent. to 100 per 
cent. were reading comics or cartoons. 

Judge Gary, the late chairman of the 
United States Steel Corporation, once 
asked a reporter who interviewed him, 
Say, by the way, is Barney Google’s 
Spark Plug going to win the Interna- 
tional Derby?” The reporter looked at 


the Judge in amazement. Judge Gary 
laughed and said, “Yesterday at our di- 
rectors’ meeting one of the men asked 
this question and I found that every 
one of the directors read the comics.” 


istory of OGseginnings 


“UNCLE SAM” plays a part in strengthening 
the nation’s banking structure. The Federal 
Government charters and supervises the opera- 
tions of all National Banks. It created the Fed- 
¢eral‘Reserve System to coordinate and strengthen 
the credit operations of banks; and created the 
Federal Deposit Insurance Corporation. 

While we believe the basic soundness of this 
bank is created by the Honesty and efficiency of 
its management, these various Government 
measures brace the financial structure, giving it 
added resiliency and usefulness to the public. 


One of the series of advertisements used 
by this New Jersey bank in’ presenting the 
story of banking to the public in general. 
The bank found that “dignified” ads could 
not compete for public attention in news- 
paper columns whereas this method of 
approach did gain attention and wide 
reader interest. 
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Dr. George H. Gallup, former dean 
of the School of Journalism of Drake 
University, made an investigation with 
a trained group of investigators and 
among 25,000 people his report shows 
more people read the comics than the 
front page banner stories. Bankers, 
university presidents, professors, doctors 
and lawyers read comics as avidly as 
truck drivers, waiters or day laborers. 


COMICS BUILD CIRCULATION 


For forty years publishers everywhere 
have used the comics to build circula- 
tion. If they have the power to win 
millions of readers they must get the 
attention that sells merchandise and 
services. Some of the most outstanding 
successes in advertising history are trace- 
able to the results obtained from the 
Comic Weekly published by Hearst. 

As an example, the Vick Chemical 
Co. received 28,523 coupons from a one- 
page advertisement; 151,355 box tops 
for Ralston, a twenty-five cent cereal, 
were received from one page in the 


Comic Weekly and three months later 
box tops were still coming in at the rate 
of 200 per day. 

Comic advertising is used by such 
prominent concerns as Macy’s, Gimbel’s, 
Rogers-Peet, Sears-Roebuck & Co., Ov- 
ington’s, John Wanamaker, The Penn- 


sylvania Railroad, Calumet Baking 
Powder, Copper & Brass Research In- 
stitute, General Electric Company and 
myriads of others. 


COMIC APPEAL 


A. G. Spalding & Bro., sporting goods 
firm, used cold, dignified ads for years 
in the various college publications with 
only meager results, but last year they 
broke out with a comic series and the 
returns were astonishing. 

With all this array of proof offered 
as evidence of the effectiveness of car- 
toons in commercial advertising, we won- 
dered if a cartoon series would be digni- 
fied enough for a bank to use. We were 
asked what we considered the most dig- 
nified thing in the world and, when we 
were stumped for an answer, an adver- 
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tising man supplied it for us, pointing 
out that the most dignified thing in the 
world was a corpse and allowed us to 
draw our own inference. 

Now after using this series of “His. 
tory of Beginnings” ads we can say 
without hesitation the results are better 
than from any advertising we have ever 
used. We know from inquiries we 
have made and from letters we have 
received that we are getting far greater 
reader attention than ever before. When 
you receive letters from as far away as 
fifty miles when you are only advertis- 
ing locally, there must be a reason. 


RESULTS GRATIFYING 


To be more specific, this series ex: 
plains interesting origins of everyday 
habits, customs, words and expressions. 
For instance, why you tip your hat, 
shake hands, walk on the outside or say 
“sweetheart.” Then we tie in our copy 
with a short message explaining some 
feature or service of our _ institution. 
One ad told of the invention or discov 
ery of “Photography” and we featured 
“Recordak,” explaining its contribution 
to the banking world. 

Weighing our results we feel justified 
in continuing this series for another 
year. Perhaps they are not so dignified 
but they produce results and that is 
what counts in the final analysis. Dig: 
nity pays no salaries, interest on bank 
deposits or dividends. 


-@- 


BACKING THE FIRING LINE 


LET me say that your advertising ap 
propriation, that the efforts of your offi 
cers and directors, that the standing of 
your bank in your community, must be 
backed on the firing line by courteous, 
efficient, intelligent bank employes for, 
to some section of the public, your bank 
messenger, your bookkeeper, your teller 
—yes, even your janitor—is the bank. 
—Albert S. Puelicher, president, Mar: 
shall & IIsley Bank at Milwaukee im 
address before Mid-West Conference on 
Banking Service held in Chicago. 
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Bank Advertising at Work 


Tue slogan, “An Old Bank with a 
Young Spirit,” sums up the copy 
printed in the two inside pages of a 
four-page brochure commemorating 
the century milestone of the Granite 
Trust Company, Quincy, Mass. The 
slogan, as a continual reminder of the 
bank's personality, is also imbedded in 
bronze in the sidewalk before the bank’s 
main entrance. The brochure was 
written by Fred B. Barton (brother of 
Bruce) in story style, tracing the growth 
of the bank with swift flowing words. 
In further commemoration of this im- 
portant event, the bank published a 
“tabloid” newspaper called the “Quincy 
Patriot Ledger,” which tells something 
of the bank’s services, and pays pictorial 
tribute to the past presidents of the 
bank as well as the officers now serving. 
This paper suggests, on each page, that 
one “Follow the Red Arrow.” The last 
page explains it all by stating that in 
observing this anniversary the bank is 
giving a demonstration of how a mod- 
ern bank functions. Along the route of 
the “Red Arrow” are eighteen points of 
interest which begin at the directors’ 
room and president’s office on the ninth 
floor, and then lead through the various 
bank departments. 


“FOR GREATER SERVICE TO THE WEST” 


For the fourth time since The Denver 
National Bank, Denver, Colo., was or- 
ganized in 1884, increased business in 
all departments necessitated the en- 
largement of the bank’s quarters. Being 
proud of its new accommodations, the 
bank invited the public to inspect them. 
Engraved invitations, newspaper adver- 
tisements and other media carried the 
announcement to the community. One 
ad occupying two-thirds of a page in 
The Denver Post, says, in part, “Re- 
cordak check photography, Sound-Wave 
Safe Deposit burglar alarm, automatic 
coin counting and sorting machine, mod- 
ern low-type friendly counters, the most 
beautiful banking quarters in the West 


. these are but a few of the innova- 
tions and services brought to Denver 
for the convenience and protection of 
our customers.” 

AGAIN THE PEOPLE SPEAK 

In this department last month we 
mentioned the introduction of “balloon” 
advertising by the Fidelity Union Trust 
Company, Newark, N. J.,—the bank 
believing that to compete for the aver- 
age public attention in newspaper ad- 
vertisements it must employ the tricks 
of the trade that have proved resultful 
to successful businesses. So what more 
natural than man saying to wife, “Mary, 
I lost a twenty dollar bill somewhere; 
must have dropped out of my pocket 
when I paid for my lunch.” And the 
wife answers, “That wouldn't have hap- 
pened if we had a checking account and 
put your salary in the bank every week. 
We can’t afford to be without one.” 
Following the illustration of these two 
people speaking to each other is the 
caption, “You can’t stop payment on a 
twenty dollar bill.” Of course, as the 
ad then points out, payment can be 
stopped on a check. The copy also tells 
how to open a checking account and 
lists eight reasons for such accounts. 
Inasmuch as no one has accepted our 
invitation to claim priority on “balloon” 
ads, the medal goes to the Fidelity 
Union (as far as we're concerned, any- 
way) for this innovation in fast- 
stepping advertising. 


THIRD BIRTHDAY 


Three years ago Detroit was hoping 
lustily for some adequate banking fa- 


cilities. Almost overnight there became 
a National Bank of Detroit. In an ad- 
vertisement marking the bank’s third 
birthday, the bank uses the opportunity 
to thank its public for the co-operation 
it has had in building an institution 
fully prepared and equipped to meet all 
banking requirements. To indicate the 
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growth of the bank, the increasing pros- 
perity of the community, and the place 
that the bank has in the business and 
social welfare of the city, the advertise- 
ment cites some interesting figures. One 
paragraph reads: 

Today, just three years after its organiza- 
tion, resources exceed $350,000,000 and the 
bank stands eighteenth in the list of the coun- 
try’s great banks. During the past year, 
we made over 8000 loans, for a total of 
$144,000,000. Our savings department 
handled over 1,300,000 transactions, while 
our commercial banking department handled 
over 2,500,000 deposits and over 20,000,000 
checks, which involved a sum in excess of 
$7,500,000,000. Over $60,000,000 in cur- 
rency and coin is cleared through our tell- 
ers’ cages cach month. 


Figures normally make dull reading, 
but in the setting of this advertisement 
they sparkle genially with the romance 
inherent in good banking service. 


A WEEKLY LETTER 


Dr. Marcus Nadler, of Wall Street 
Center of New York University, is writ- 
ing a weekly letter for bankers who wish 
to make available to their customers and 
prospective customers, through local 
newspapers, pertinent information of 
“The National and International Situa- 
tion and Its Effect on American Busi- 
ness.” These letters, syndicated by 
Major Market Newspapers, Inc., New 
York, are being used by banks in cer- 
tain sections of the country to present 
educational information on such sub- 
jects as “Inflation in the United States”; 
“What About the Dollar”; “Why Not 
Paper Money”; and “The Federal 
Budget Deficit and the People.” For ex- 
ample, a paragraph in the ad headed 
“Why Not Paper Money” (and whose 
sub-head reads, “Recourse to the Print- 
ing Press Leads to Disaster”) states: 


It is rather strange that those who advo- 
cate recourse to the printing press profess 
to have the interest of the common people 
at heart. As a matter of fact the greatest 
sufferers from currency inflation would be 
wage earners, salaried people, recipients of 
pensions and all others dependent on a fixed 
income. Speculators and those familiar with 
the effects of currency .inflation would profit 
by it. 
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‘“‘4 SATISFIED CUSTOMER IS THE BEST 
ADVERTISEMENT 


So heads a book from the Financial 
Advertisers Association, 231 So. La Salle 
street, Chicago, in which are reprinted 
scores of letters from bankers all over 
the country who have found the adver- 
tising services of this organization valu 
able to them in coping with their local 
public relations problems. Bankers who 
have heard of the work being done by 
this association and who are interested 
in learning how they, too, may avail 
themselves of the advantages offered, 
may obtain copies of this book either 
from THE BANKERS MAGAZINE or from 
the association direct. 


AN INTERESTING CITY, CLEVELAND 


Advertisements of The Cleveland 
Trust Company in recent weeks have 
again been telling about the importance 
of that city and the part that the bank 
“As a Commercial Bank” plays in its 
economic life. One ad relates that 
Cleveland interests direct three-quarters 
of the lake tonnage of American bulk 
shipping and own about half of it; an 
other, that Cleveland is the third largest 
producer of knitted outerwear; another 
that its airport is one of the largest and 
busiest in the world; and still another 
that it leads all others in the production 
of electric vacuum cleaners and is the 
world center for the study of scientific 
lighting. And in all of these, commer’ 
cial banking facilitates business by 
supplying credit and service. 


BANKING AS SEEN BY BUSINESS MEN 


A new series of advertisements pub 
lished by the State-Planters Bank and 
Trust Company interprets banking to 
the public through business men (cus 
tomers of the bank) in business language. 
For example, Jewel W. Tyson, general 
agent of the Massachusetts Mutual Life 
Insurance Company, talks about bank: 
ing in terms of the trust department; 
in another, C. Huntley Gibson, branch 
manager, American Tobacco Company, 
expands upon the many facilities offered 
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by the modern bank; another written by 
P. Nichols, treasurer, Atlantic Coast 
Line Railroad Company, stresses the fact 
that “banks are one of the safest and 
most effective institutions for promoting 
habits of thrift among young people 
starting business life.” This adaptation 
of testimonial advertising is interesting 
indeed—while it really isn’t testimonial 
advertising, the business men contribut- 
ing to the series do testify in broad 
terms to the efficacy of bank functions, 
which has a more direct effect than a 
bank's testifying to its own services. 


LOST CERTIFICATES 


“Brevits” is a pamphlet issued weekly 
by Massachusetts Distributors, Inc. (as 
a matter of general information only) 
and in the March 28 issue it has a para- 
graph on lost certificates which reads: 


During the past year many shareholders in 
MIT have reported the loss of their certifi- 
cates and this same situation occurs con- 
tinually with all corporations which have 
securities outstanding. Securities should be 
kept in a safe place and undoubtedly the 
safest place is either a safe deposit box or the 
safe-keeping department of a bank. There is 
usually trouble, delay and expense in having 
a new certificate issued to replace one lost 
or destroyed. One requirement is filing with 
the corporation or its transfer agent a bond 
of indemnity, customarily for twice the mar- 


ket value of the certificate lost. The pay- 
ment for a bond of this nature calls for a 
minimum of $5 to $10 for a small bond and 
2 per cent. of the amount of the bond when 
issued for $500 or more. In addition, some 
corporations require that the loss be adver- 
tised for three weeks in two newspapers and 
then a waiting period of two months before 
the new stock can be issued. Therefore, an 
investor should use the greatest care in the 
safe-keeping of all securities owned. 


Perhaps it would save many folk much 
worry, trouble and expense if bankers 
suggested to other business concerns that 
they inform their shareholders of the 
difficulties encountered when securities 
are lost or destroyed. 


ONE HUNDRED THOUSAND DOLLARS 


This is the heading of a double-edged 
ad-—with one hand it states that it seeks 
outlet for its funds and with the other 
it irrefutably explains the 2 per cent. 
that it pays on savings accounts. Says 
the State Savings Bank, Otsego, Michi- 
gan: 


We are willing to invest $100,000 in any- 
thing acceptable to banking authorities which ° 
will pay us 2} per cent. interest with posi- 
tive guarantee that we can get our principal 
back without depreciation, anytime we want 
it. 

2 per cent. is the rate we pay you on sav- 
ings accounts. 


Quick Glimpses 


THE Lincoln Savings Bank, Brooklyn, 
N. Y., hit on a new theme for savings 
advertising; briefly, that women don’t 
like wrinkles, that worry causes wrinkles, 
that a savings account at the Lincoln 
takes a load off one’s mind and elimi- 
nates “worry wrinkles’—all neatly par- 
celed under the heading “A Real Beauty 
Treatment.” . . . “Central Topics,” a 
house organ issued for the employes of 
the Central Savings Bank, New York 
City, is a wide-awake, Father Knicker- 
bockerish production, very newsy and 
informative; it is a four-page affair that 
is fitst typewritten with the lines jus- 
tified by additional spaces between 
words so that it looks as though it were 
set in type—the whole thing is then re- 


produced by photo-offset, illustrations 
and all, at a cost of $10 for 300 copies. 
. . . Number 9 of a series on “Banking 
and Public Welfare” from the First Na- 
tional Bank, Atlanta, Ga., pays tribute 
to Georgia’s cotton mills; these mills have 
an invested capital of over $100,000,000 
—annually purchase over $75,000,000 of 
raw materials, power and fuel—produce 
annually $125,000,000 worth of goods 
—and pay some $30,000,000 in wages 
each year... . 

For the past four years the Hunting- 
ton National Bank, Columbus, Ohio, 
annually displayed in its main banking 
room an exhibit of painting, sculpture 
and ceramics by Columbus artists—this 
year the display ran for an extra week 
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to accommodate members of the Ameri- 
can Ceramic Society who were conven- 
tioning in town and wanted to see the 
exhibit. . . . The First National Bank, 
Milton, Pa., watched the receding flood 
and cheerfully went back to work with 
some advertising that said, “Suppose the 
ice had ‘run’ in the big flood instead of 
the little flood?” ... The Ohio Na- 
tional Bank, Columbus, is offering a 
$150 prize to the one out of nine glee 
clubs that wins a competition of sing- 
ing—the glee clubs come from various 
colleges and universities throughout the 
state and broadcast over a local station. 


“Congratulations Nashville!” says The 
American National Bank of that city in 
an ad that cites figures from the Nash- 
ville Chamber of Commerce showing 
the increase in Nashville businesses since 
the low depression year in each group; 
cheerful little items, these, such as build- 
ing permits up 213 per cent., new auto 
and truck sales up 219 per cent., retail 
trade up 31 per cent., wholesale trade 
up 32 per cent. ... A railroad sema- 
phore illustrates an ad headed “More 
Than the World’s Gold,” and that pre- 
cious commodity develops into safety 
and the protection of human life; it is 
The National Bank of Topeka, Kansas, 
who “joins hands with all those who 
now strive for the safety of human 
lives.” . . . In its monthly report to its 
customers, The Bridgeport-City Trust 
Company, Conn., illustrates “Our Fam- 
ily Tree” which depicts the various 
events of historical importance since the 
bank first started in 1854... . 

The Associated Banks of New Zea- 
land are issuing a series of educational 
“announcements” one of which is on 
“Who Own the Banks”—it cites the 
fact that there are approximately 16,331 
shareholders holding shares in the trad- 
ing banks in New Zealand, representing 
an average capital holding of £374. . . . 
Under the personal loan plan of the 
Bank of America “You get the exact 
amount you borrow,” and ‘to illustrate 
this point the ad shows a blackboard on 
which is written simply “You borrow 
100; you receive 100; total cost 6.” 
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. . . Eighty-seven years of service js 
proclaimed by the Syracuse Savings 
Bank, N. Y., and drives home its story 
of service by also proclaiming that the 
first electric light came to Syracuse 
when the bank was 29 years old. . . . 


Sensible Sayings 


Ir is inevitably true that bank adver 
tising falls into bolder relief and be 
comes immeasurably more effective if 
thrown against a background of reason: 
able public understanding. Failure on 
our part to attempt to produce sucha 
background seems to me to represent 
plain short-sightedness, even from our 
own selfish viewpoints. — Avery G. 
Clinger, president, Ohio National Bank 
at Columbus in address before Mid 
West Conference on Banking Service 
held in Chicago. 


FUNDAMENTALLY, public relations con: 
cerns itself not only with the collection 
and distribution of material, but, far 
more important, with the policies and 
practices of a business which are funda: 
mentally responsible for public opinion 
—H. A. Lyon, vice-president, Harold F. 
Strong Corp., in address before Wiscon- 
sin Bankers Association. 


Pus.ic relations, in so far as banks 
are concerned, consists of two phases: 
Mass contact and personal contact. It 
is as simple as that. . . . This, then, is 
the present day organization of the pub 
lic relations department of a bank: First, 
an advertising and publicity unit, with 
specialists devoting their efforts w 
awakening public consciousness to the 
merits of the institution through all 
recognized advertising media; newy 
papers, magazines, car-cards, outdoor 
advertising, direct-mail and radio, and 
with the particularly effective instr 
ment of publicity skillfully augmenting 
the impressions created by paid adver 
tising; and, secondly, a contact depart 
ment, staffed with competent men 
equipped to represent the institution # 
experts on available services to the 
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lic, to public institutions, to corpora- 
tions and to other banks. Lastly, and 
of primary importance, is a management 
in sympathy and accord with the objec- 
tives and the methods of the public re- 
lations department—a management wise 
enough in the trends of public psychol- 
ogy to recognize the necessity of mass 
contact and personal contact, and sufh- 
ciently well grounded to extract the ut- 
most advantage from these functions 
without succumbing to the dangers of 
overemphasis, or, as is more generally 
the case, of destructive derogation.— 
R. G. Smith, cashier, Bank of America, 
writing in the April Financial Adver- 
tisers Association Bulletin. 


A puBLic relations program involves 
the fair and legitimate use of all proper 
agencies and media for the purpose of 
attaining public understanding, approval 
and support for an institution or an or- 
ganization. 

To be effective the program must 
be comprehensive. It must include 
enough different types of media to do 
the job, and the messages to the public 
must be co-ordinated throughout the 
program in order to be effective. 

To produce lasting results the pro- 
gram must be continuous. We must 
never forget that we are “talking to a 
parade, not to an audience.” Yesterday's 
message is soon forgotten and will not 
serve to meet tomorrow’s need. 

Furthermore, this matter of public 
understanding, approval and support is 
not a thing to be attained in a day. 
Those who feverishly tried to gain pub- 
lic confidence in the troublesome days 
of 1932 and 1933 found that their sud- 
den appearance in print with loud proc- 
lamations of strength and safety usually 
proved a boomerang instead of a bless- 
ing. Public confidence is not a garment 
to be put on and taken off at will. It 
8 an intangible asset that must be as- 
siduously acquired through continuous 
effort over an extended period of time, 
and acquired when not needed. If you 
don’t have it when you need it, it’s too 
late then to get it!—William H. Neal, 
vice-president, Wachovia Bank and 
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oi AMBASSADOR 


You'll find a visit to the Ambas- 
sador in Atlantic City a fountain 
of youth these brilliant May days. 
There’s a gay round of activity 
throughout the day. At night the 
music of the surf lulls you to 
sleep. Plan now. for a May or 
June vacation at the Ambassador. 


The Ambassador: ATLANTIC CITY 


William Hamilton, Maraging Director 
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Trust Company, in an address before 
the Southeastern Conference on Bank- 
ing Service held in Memphis. 


-@©- 
EGOTISM OF PRECEDENT 


IN our new epoch it is not helpful to 
complain of unalterable facts, and de- 
clare that we cannot deal with them 
because the old methods do not fit 
them. New circumstances require new 
laws. There is nothing so narrow as 
the egotism of precedent.—Albert J. 
Beveridge. 








Aiding Agriculture 
G South Dakota has joined the ranks of 


those states receiving a perfect score in 
bankers’ agricultural activities for 1935. 
Five other states, Oregon, Georgia, 
North Dakota, California, and Wash- 
ington, have repeated their performances 
of previous years in piling up perfect 
scores. 

The commission based the perfect rat- 
ing of South Dakota on the fact that in 
that state, 1115 bankers attended agri- 
cultural meetings during the year; 494 
of them engaged in special agricultural 
activities, such as addressing agricultural 
meetings, accompanying farmers to 
banker-farmer meetings, awarding prizes, 
etc.; and 495 farm people were listed 
as being encouraged or influenced by 
bankers to undertake definite projects or 
demonstration work for improving farm 
practice. In addition a planning con- 
ference was held and a key banker, rep- 
resenting the agricultural committee, was 
appointed in each county in the state. 
South Dakota will be awarded a cer- 
tificate of honor at the spring meeting of 
the executive council of the A.B.A. 


GAs a result of improvement in the 
farm real estate market and the demand 
for mortgage investments by corporate 
investors, the Northwestern Mortgage & 
Real Estate Management, an affiliate of 
Northwest Bancorp., is re-entering the 
farm loan field. It will make first mort- 
gage loans on Minnesota owner-occupied 
farms. 


@ Making and keeping farms produc- 
tive is one of the most important ques- 
tions facing America today, in the opin- 
ion of Carl Hollis, president, Merchants 
and Planters Bank, Warren, Arkansas, 
who spoke on “Soil Erosion and Farm 
Credit” at the southern conference on 
banking service. Asserting that the 
farmer can no longer depend on the in- 
creasing value of his land as the chief 
source of profit, Mr. Hollis offered a 
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program for making farm land more 
productive, some items of which were: 
Ask the churches to preach a sermon 
twice a year on the sacredness of the 
soil; put on campaigns through the 
county agents and clubs and organiza: 
tions of every kind; and drive the prin 
ciples home by means of object lessons. 
He cited the experience of several farm: 
ers in his territory who, by raising of 
live stock, rotation of crops, filling in of 
gullies, terracing hilly fields, and drain- 
ing top soil, have made the land they 
farm richer than it was when they re- 
ceived it. 


q Asserting that co-operation between 
bankers and the Government in the ex: 
tension of credit is not only reasonable 
but absolutely necessary, W. S. Elliott, 
vice-president, Bank of Canton, Georgia, 
pointed to the fact that banks are cur 
rently furnishing -to the Government 
the greater part of the funds which it is 
using in many schemes, in the course of 
his address on “Government and Farm 
Credit: Extent of Co-operation with 
Bankers.” Now that “confidence, in a 
large measure, has been restored, the 
Government can safely withdraw from 
fields of emergency operation,” he said. 
“Bankers are ready and willing to ex 
tend every reasonable credit to agricul: 
ture. Farmers who have credit rating 
prefer to deal with banks rather than 
get a Government loan. It is more 
quickly closed, with no ‘red tape’.” 


q An indirect benefit to banks from the 
loaning program of the Federal Govern: 
ment cited by J. M. Sorensen, vice 
president, Stephens National Bank, Fre- 
mont, Nebraska, is that “borrowers who 
heretofore had felt that their local bank: 
ers were strict in their demands, after 
dealing with government agencies, have 
come to appreciate their local banks 
more and realize that they were merely 
complying with good business rules and 
demands made upon them by the bank: 
ing authorities under which they op 
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erated. These borrowers have been edu- 
cated by the Government to remit 
promptly any money received for mort- 
gaged property sold and to report the 
loss of property pledged as collateral. 
They have been taught to budget their 
affairs and make payments according to 
agreement with the lending agency.” 


QThe Brookings Institution has made 
public a lengthy study of the AAA and 
its financial effect on the farmer's in- 
come and the cotton industry in general. 
It is pointed out that, while the final 
result of the AAA cotton program may 
be a net gain to farmers, at the same 
time this gain will be smaller than the 
total of Federal benefit payments. 

The study, made by Henry I. Richard, 
inquired into various major aspects of 
cotton control operations, including 


methods of obtaining the sign-up by 
farmers, the effect of Government loans, 
the effect on tenant farmers. 

The extent of the loss of foreign mar- 
kets caused by AAA cotton operations 


cannot be accurately measured, but the 
report states that the program has con- 
siderably stimulated foreign production 
and reduced world consumption of 
American cotton during the past three 
seasons. As the price of American cot- 
ton was forced up, foreign mills that 
had been using American cotton turned 
more and more to foreign cotton. If 
this market is to be regained, prices of 
American cotton must fall relatively low 
compared with foreign cotton. 


Aids to Banking 


The First National Bank of Santa 
Ana, California, is apparently using all 
modern aids to banking, as all its em- 
ployes were fingerprinted recently. 
Fingerprinting need not be associated 
with crime, and sentiment in its favor 
as a uscful means of identification is on 
the increase. Many banks use finger- 
Printing as a means of identification of 
Savings customers who cannot write 
their names. The sheriff of Santa Ana 
Stated that the Lions Club of that city 
had also all been fingerprinted. 


Linpsay BRADFORD 


Recently elected president of the City 
Bank Farmers Trust Company of New 
York. Mr. Bradford joined the Farm- 
mers’ Loan and Trust Company in 
1927 as a vice-president. He was 
elected a director of the City Bank 
Farmers Trust Company in 1934 and 
on March 10 last was elected presi- 
dent when James H. Perkins was 
elected chairman of the board. Mr. 
Bradford was born in New York City 
in 1892 and was educated at Andover 
and Yale. 


q William W. Morison has assumed ac- 
tive management of the organization of 
Francis R. Morison, Cleveland, Ohio, 
founded by his late father. The busi- 
ness will be conducted under its familiar 
name, and continues its service to banks 
and trust companies. 


q With its membership drawn from the 
leading bank stationery houses in vari- 
ous sections of the country, the Insti- 
tute of Bank Stationers has completed 
organization and moved to its new ad- 
dress at 120 Wall street, New York. 
The Institute is inaugurating an adver- 
tising and publicity campaign designed 
to be of mutual benefit to bankers, the 
public, and the bank stationers’ indus- 
try. In general, its aims are to promote 
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fair practice, eliminate misrepresenta- 
tion and substitution, and to serve as an 
informal bureau of standards, when de- 
sired, The campaign (prepared by The 
Merrill Anderson Company, New 
York) will stress the economy and value 
of professional planning, by qualified 
houses, of items designed for specific 
purposes. 


q The nation’s financing activities dur- 
ing the calendar years 1933, 1934 and 
1935 are recorded in the sixth volume 
of American Underwriting Houses & 
Their Issues now ready for distribution. 
The book lists issues according to bank- 
ers, according to industries and also ac- 
cording to accountants, engineers and 
lawyers, whose reports have been re- 
ferred to in public offerings. 


Anniversaries 


@One hundred years of continuous 
publication will be marked on June 15 
by the American Banker, the only daily 
banking newspaper, by the issuance of 
a feature centennial edition. Ever since 
1836 this publication has mirrored the 
changing scene of American banking. 
In that year, John Thompson, then a 
broker in bank notes, foreign exchange 
and other financial paper, and later 
founder of the First National Bank of 
New York City and The Chase National 
Bank, began publication of “Thompson's 
Bank Note Reporter.” In this publica- 
tion, which issued daily, he gave news 
of banking and quotations on the dis- 
counts at which notes of various state- 
chartered banks, which were the paper 
currency of a century ago, were bought 
or redeemed in New York. The Ameri- 
can Banker has been a daily again since 
1925, having become a weekly in 1863, 
when state bank notes were taxed out 
of existence by the laws which created 
the national bank currency. 


@ The Bank for Savings, New York 
City, observed its 117th anniversary re- 
cently. Organized in 1819 as the first 
savings bank in New York State, the 
institution has paid out more than 
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$200,000,000 in interest dividends dur- 
ing its existence. 


q The Union Bank & Trust Company 
of Montgomery, Alabama, celebrated its 
35th anniversary on April 1. 


@ The 75th anniversary of the Frank- 
lin Savings Bank, Boston, Massachusetts, 
will be celebrated on July 1. 


gq “We shall probably send our custom- 
ers a little souvenir, other than that it 
will pass unnoticed,” said Benjamin F, 
Sargent, president of the Powow River 
National Bank of Amesbury, Massachu- 
setts, concerning the 100th anniversary 
which his bank celebrates this year. But 
the letterhead of the bank commemorates 
in its own quiet way, stating, “1836 
1936, Continuous Service.” 


q At the half-century mark in the 
banking business, or practically there, 
are the following bankers celebrating an- 
niversaries recently. 

George Martin Bechtel, president of 
the First Trust and Savings Bank, 
Davenport, Iowa, who has been head 
of his own institution for most of his 
50 years in the business. 

Robert Foster Maddox, chairman of 
the finance committee and trust commit: 
tee of the First National Bank, Atlanta, 
Georgia, who has spent most of his 45 
banking years with the same institution. 

Walter Kasten, president of the First 
Wisconsin National Bank at Milwaukee, 
has completed 40 years with his insti- 
tution. 

Robert Pyle Robinson, president of 
the Central National Bank at Wilming: 
ton, Delaware, has completed 49 years 
with the same bank. 

William L. Baker, president of the 
First National Bank and Trust Com 
pany of Sioux Falls, South Dakota, has 
spent 47 years with his bank. 


@ James M. Cavanagh, first vice-presi 
dent of the Federal Trust Company at 
Newark, New Jersey. marked the 25th 
anniversary of his association with that 
institution recently. 
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The newly modernized quarters of the National Bank of Calais, Maine, in which have 
been installed the latest in hold-up protection equipment (by Tilghman Moyer Com- 


pany of Allentown, Pa.). 


This equipment is described in one of the paragraphs under 


Crime Prevention on a nearby page. 


Changes 


4B. B. Brown, vice-president and secre- 
tary of American Trust Company of San 
Francisco, has been elected trust officer 
of that institution. 


q¥ William F. Burdett has been advanced 
to the vice-presidency of the Merchants 
National Bank of Boston. Edward W. 
Supple becomes the new cashier. 


¥ William R. Parvin has been advanced 
to second vice-president of the Guaranty 
Trust Company of New York. 


QCharles G. Edwards, newly-elected 
president of the Central Savings Bank 
of New York, took office on March 16. 
Mr. Edwards has been the real estate 
officer of the Mutual Life Insurance 
Company. The retiring president, Au- 
gust Zinsser, assumed the position of 


of the 


vice-chairman 
mittee. 


q Thomas W. Rourke has been elevated 
to the presidency of the National City 
Bank at Troy, N. Y., at the early age 
of 36. 


executive com- 


gq W. T. Vandoren, for several years 
with the office of the Comptroller of the 
Currency at Washington, D. C., has 
been clected vice-president and cashier 
of the Liberty National Bank at the 
Capital. Mr. Vandoren is 31 years old 
and has been a bank examiner for a 
number of years. 


@ Frank McGarvey has been elected a 
vice-president of the First National Bank 
in Reno, Nev. He was for several years 
president of the Lumberman’s National 
Bank of Bend, Ore., purchased by First 
National Bank at Portland. First’ Na- 
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tional of both Reno and Portland are 
owned by Transamerica Corp. 


Convention News 


q Word was recently received that the 
convention of the West Virginia Bank- 
ers Association will be held at the Home- 
stead, at Hot Springs, Virginia, on June 
26-27, instead of White Sulphur 
Springs, as was originally planned. The 
West Virginia bankers yielded to the 
needs of a General Motors meeting to 
be held at the Greenbrier in White Sul- 
phur Springs at the same time they had 
planned their meeting. 


qW. B. Jacobs, vice-president and 
cashier of the First National Bank at 
Shreveport, was elected president of the 
Louisiana Bankers Association at the 
closing session of the thirty-sixth annual 
convention, held April 13-14. 


Court Decisions 


@ The Supreme Court of the United 
States has been asked to rule on the con- 
stitutionality of an old Iowa law which 
entitles the finder of “lost” property to 
ten per cent. of its value as a reward. 
Suit has been brought by the City Na- 
tional Bank of Clinton, Iowa. Four 
years ago the bank was robbed, and a 
few hours later a farmer found $100,- 
500 hidden in a junk pile. He turned 
the money over to officers, who returned 
it to the bank, but he claimed ten per 
cent. as his reward, and the Supreme 
Court of Iowa upheld his claim. The 
bank and its bonding company con- 
tended that the sum was beyond any 
reasonable value for the farmer’s serv- 
ices in recovering the money; they of- 


fered him $25. 


The Indiana Supreme Court has ruled 
that real estate held by insolvent banks 
is subject to tax. 


q The United States Supreme Court es- 
tablished the right of receivers of na- 
tional banks to sue in Federal courts, 
awarding to the receiver of the Bank of 
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Pittsburgh N. A. (Pennsylvania), the 
claims against the assets of a mortgage 
pool formerly conducted by the bank, 
but turned over to a substitute trustee 
appointed by the State Court. 

George P. Barse, general counsel of 
the Comptroller of the Currency, de 
clared that “the decision is important 
not only because of the very considerable 
amount of money involved but also be- 
cause it settled beyond question our right 
to go into the Federal Court to establish 
our claims against estates pending in the 
state courts including cases where a sub- 
stitute trustee is appointed for a mort- 
gage pool.” 

The Supreme Court declared: “Con- 
gress has empowered receivers of na 
tional banks to sue in Federal courts; 
the obvious importance of permitting 
them freely to do so cannot be disre- 
garded.” 


q The New York Court of Appeals, 
highest court in New York State, de 
clared the unemployment insurance law 
constitutional by a five to two vote. The 
majority opinion, by Chief Judge Fred: 
erick E. Crane, says: “We can find noth- 
ing in the act itself which is so arbitrary 
or unreasonable as to show that it de 
prives any employer of his property 
without due process of law or denies to 
him the equal protection of the law.” 


Crime Prevention 


q Built into the counters of the newly 
modernized quarters of the National 
Bank of Calais (Maine) are two “dis 
appearing drawer” units, which consist 
of cash drawers with movable bottoms, 
so arranged that at the touch of a button, 
either by the teller or someone else in 
the room, the reserve supply of currency 
drops noiselessly into safes, where it is 
protected by time locks. The Tilghman 
Moyer Company of Allentown, Pa., 
have installed in the bank a complete 
holdup protection system. Possibly the 
most interesting feature of this is what is 
known as the “coping seal” which 
guards against anyone entering the work 
space or safe deposit space by climbing 
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over the screen. By an arrangement of 
spot lights and mirrors an overhead beam 
of “infra-red” light encloses these spaces, 
and any appreciable interruption of it, 
as would be caused by a human body, 
will send in an alarm. The gates that 
give access to these spaces have electri- 
cally protected locks which send an alarm 
in case of unauthorized entrance, and 
other precautions of a more secret nature 
have been installed. The alarms sent 
by this system are silent alarms sent to 
two separate points. This bank is one 
of the first banks’ in the United States 
to install this system. 


q“Bankers in the past have been: too 
much inclined to rely wholly upon their 
insurance in preventing losses,” said 
H. Grady Huddleston, secretary of the 
Tennessee Bankers Association, in a re- 
cent address. “We lost sight of the 
cardinal feature of underwriting, to wit, 
that losses must be paid from premiums. 
So today we are paying the price for 
this attitude through higher premiums 
and restricted coverage. 

“It is encouraging, however, to see 
that such an attitude has almost com- 
pletely disappeared. Bankers are co 
operating voluntarily to minimize losses 
by installing protective equipment and 
by the practice of every possible precau- 
tion. In my opinion such co-operative 
effort in due time will be rewarded by 
rate adjustments.” 


The magnitude of the job still to be 
done in the protection of banks against 
crime is illustrated by the fact that bank 
crime costs totaled $24,000,000 in 1935, 
Felix M. McWhirter, president, Peoples 
State Bank, Indianapolis, Indiana, told 
a recent banking conference. Granting 
a drop of approximately fifty per cent. 
in the number of bank robberies between 
1932, the peak year, and 1935, he 
warned the bankers that, “we cannot as- 
sume a continuance of the improved 
conditions unless we guard against relax- 
ing our own vigilance. Protective de- 
vices and procedures on the bank’s own 
Premises must continuously be made 
more efficient. Insurance protection 
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should not be an excuse for an indolent 
or indifferent attitude toward taking 
proper preventive measures. Nothing 
breeds robberies like successful robberies 
themselves. The bank which suffers a 
robbery by reason of inadequate protec- 
tion, even though it, itself, is reimbursed 
for such loss, is making an unpardonable 
contribution toward marking the door of 
the bank down the street for similar 
assault.” 


q Prevention rather than solely the dis- 
covery of dishonesty should be the aim 
of a competent auditing and control pro- 
gram, R. H. Brunkhorst, comptroller, 
Harris Trust and Savings Bank, Chicago, 
Illinois, told a recent forum, speaking 
on, “Internal Auditing Procedure and 
Control.” “No system should be built 
around any one person alone. It is an 
auditor’s duty to see that all employes 
who handle cash or securities take a va- 
cation and that bookkeepers and tellers 
are rotated. Many defalcations could 
have been caught long before they were 
if these two rules had been followed. 
A defaulter is afraid to be off of his job 
or away from the bank. It is only by 
the use of such tactics that one of our 
worst types of shortages, the floating 
kind, can be uncovered.” 


Deposit Contracts 


q “The future will probably bring a 
swing toward a new form of deposit 
contract, which would enable banks to 
match the maturities of their liabilities 
with the maturities of their deposits, a 
long-term contract for the depositor to 
match the long-term investment in which 
his funds must be placed if he is to have 
interest on them,” said Clinton B. Ax- 
ford, editor of the American Banker, 
speaking before members of the Young 
Men’s Board of Trade in New York 
City. 

This contract may be in the form of 
a trust fund or it may take the form of 
a savings deposit contract which can be 
liquidated under control rather than on 
demand for the benefit of the spend- 
thrifts and hoarders of the next depres- 
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sion. Swedish banks have such contracts, 
he pointed out, the “slower” the depos- 
itor’s contract with the bank, the higher 
his interest return. Segregation of sav- 
ings and demand deposit funds may be 
part of the solution which we ultimately 
arrive at in the future. 

“Our Federal Reserve authorities are 
approaching this problem with com- 
mendable gradualness. The prohibition 
of corporation savings accounts is a 
major step. All corporation balances in 
banks now must have definite maturities 
if not demand deposits. The Reserve 
Board has already established the prin- 
ciple of interest differentials for differ- 
ent deposit maturities. The New York 
State Bankers Association, in its study 
commission work now in process, has 
recognized the problem, cited causes and 
is testing possible solutions.” 


Deposit Insurance 


q “I believe we should work to the end 
that public confidence rest in bank man- 
agement and not in deposit insurance. 


Consideration might be given to a plan 
of deposit insurance which would be 
optional with the depositor and at his 
expense,” said A. R. Gruenwald, adver- 


tising manager, Marshall and _IIsley 
Bank, Milwaukee, Wisconsin, in a re- 
cent address. 


@ The North Pacific Banker has com- 
mented upon the fact that the FDIC re- 
leases no information concerning the 
new members joining the corporation, 
nor those that leave it, other than the 
totals. It expresses the opinion that 
member banks should not be kept in ig- 
norance as to the names of the institu- 
tions. 


The President is expected to sign the 
resolution which will extend for two 
years the power of the Federal Deposit 
Insurance Corporation, to make new 
loans to banks, buy assets, and regulate 
consolidations and extensions. Under 
the new authority, this power will ex- 
tend until July 1, 1938, instead of ex- 
piring July 1 of this year. 
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Double Liability 


G According to legislation, now in ef 
fect, “double liability” for shareholders 
of Kentucky state-chartered banks will 
terminate on July 1, 1937, providing the 
banks give public notice at least six 
months in advance of that date in a 
local newspaper advertisement. The law 
is so written that, if the national bank 
double liability statutes are rewritten s0 
that national bank shareholders’ liability 
terminates before or after July 1, 1937, 
Kentucky bank shareholders’ liability 
will continue as long as national bank 
liability continues. The law was en 
acted in February, to be effective in 90 
days. 


q A constitutional amendment, seeking 
to eliminate double liability on_ state 
bank stock in Ohio, will be submitted 
to the voters at the next November elec: 
tion, according to the Ohio Bankers As 
sociation. 


Hard-Hearted Bankers? 


q Several items in the news of the past 
month raise the question of “Were 
bankers ever hard-hearted?”, or “Have 
they experienced a change of heart?” 
or “Were they always like this, and did 
not publicize it?” 

Lending money without interest is the 
unique precedent set by a Vermont bank, 
in dealing with an emergency. The 
Second National Bank of Nashua, Ver 
mont, of which George F. Thurber is 
president, has made a loan to the city 
of $200,000 for sixty days, without im 
terest. Officials stated that this action 
was due to the present flood emergency 
from which the city suffered a heavy loss. 
It was felt that this assistance would 
give the city more time to arrange for 
a longer term tax anticipation loan. 


@ The next item absolves city officials 
also from “hard-heartedness,” but @ 
part of the credit goes to the bankers 
of the city, who helped in the decision. 

In what is considered the greatest con 
cession ever made by a municipality in 
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New Jersey to encourage modernization 
of existing properties, Commissioner 
Arthur Potterton, director of revenue 
and finance, speaking for Jersey City 
officials, speaking before a joint session, 
promised FHA officials and Hudson 
County bankers that the city will not 
increase assessed values of properties 
that are reconditioned. The joint meet- 
ing was called by Frank C. Ferguson, 
president of the Hudson County Na- 
tional Bank, to discuss the co-operative 
attitude of the county banks towards 
the FHA modernization loans. 


When we first decided to devote a 
few paragraphs to the question as to 
whether bankers are as hard-hearted as 
“they say,” we did not know that some- 
one had broken into verse on the subject 
Just before going to press a poem came 
to our attention, of which we regret 
that we can only print three verses be- 
cause of lack of space. It is called “The 
Bank Examiner,’ and is by W. E. 
Haseltine, originally published in the 
Chicago Journal of Commerce. It ex- 
plains itself—here goes: 


The Banker, I regret to say, is much mis- 
understood. 

We think of him as cold and hard 
whereas he’s kind and good. 

And so I am attempting here to tell you, 
if I may, 

In plain and simple language, 
Banker gets that way. 


how the 


The Banker's heart is large and warm, and 
tender as can be; 

He'd give the shirt from off his back to help 
; out you or me. 

His eyes are soft and tender, and they 
always fill with tears 

When e’er a tale of misery is poured into 
his ears. 


And now perhaps you're wondering, why, 
if these things are so, 

hen you expect him to say “yes” his 
_ answer it is “no.” 

It's not his fault in any way, as else you 
might infer, 


It's all due to a fellow called the Bank 
Examiner. 


{To a large extent the effort of the 


to promote standardization of 
mortgave lending practices and a wider 


trend toward higher property standards 
“has been possible only through the co- 
operation of banking _ institutions,” 
Stewart McDonald, Federal Housing 
Administrator, declared in a statement 
accompanying results of a survey pub- 
lished in the April issue of Banking. 


q A free parking lot for the convenience 
of patrons, which the Union Bank & 
Trust Company of Los Angeles has just 
opened, sets a new precedent for 
thoughtful service given by a bank. The 
lot will accommodate 360 cars a day. 


Legislation 


@ While “some legislation was needed 
to correct certain conditions and bad 
practices which developed since the 
World War, legislation cannot serve as 
a cure-all for our troubles,” Robert V. 
Fleming said in his opening address at 
the Midwest Conference on Banking 
Service. Mr. Fleming expressed the belief 
that “the passage of the Banking Act 
of 1935 settled for the present the ques- 
tion of major banking legislation, and 
that bankers can now turn their atten- 
tion more to the problems of how they 
can develop and extend the scope of 
banking service.” It is the plan of the 
association to use its facilities, he said, 
“to bring about a thorough understand- 
ing of changes in banking laws and regu- 
lations and to provide opportunity for 
discussion of the question of better pub- 
lic relations.” 


@ The governor of Colorado has signed 
a bill aliowing banks to discontinue the 
payment of interest on state funds. The 
bill further allows that banks insured 
under the FDIC may accept up to $5000 
in state funds without pledging addi- 
tional security to safeguard the deposits. 
In cases where more than this amount is 
deposited in an insured bank, Govern- 
ment bonds, or other securities guaran- 
teed by the Government, may be posted 
as security in lieu of taking out a se- 
curity bond by either the bank or the 
state treasurer. 

The bill was passed in spite of con- 
siderable disapproval on the part of some 
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legislators who feared that its passage 
would result in state funds being de- 
posited entirely in the larger banks at 
the expense of the smaller ones. It is 
thought, however, that the amendment 
providing for deposits up to $5000 in 
insured banks without the posting of 
security by the banks will mean any 
bank in the state desiring state funds 
can secure them simply by applying for 
the deposits to the state treasurer. 


Modernization Loans 


@ An interesting item in the news, con- 
cerning modernization and the subse- 
quent raising of taxes which usually re- 
sults, brought up the question to the 
editor of its classification. Although it 
obviously should be placed here we 
couldn't resist telling it as one of our 
little “true stories about not-hard- 
hearted bankers.” We think it is worth 
searching for if you haven't already seen 
it, under the title of “Hard-Hearted 
Bankers?” 


q Had it not been extended for one year 
by Congress at the last minute, Title I 
of the National Housing Act, under 
which modernization loans were made, 
would have expired on March 31. The 
Act as extended will operate essentially 
as it has in the past, but some changes 
have been made. 


Continuation of a program for financ- 
ing installment purchases of household 
appliances under a plan similar to Title I 
of the National Housing Act has been 
announced by Bank of America, N. T. 
& S. A. Since the financing of equip- 
ment such as ranges, refrigerators, wash- 
ing machines and other appliances 
through FHA loans terminated by Con- 
gressional action on April 1, Bank of 
America has effected arrangements with 
appliance dealers and stores throughout 
the state permitting the retail buyer tc 
finance these domestic necessities by 
monthly payments. The bank has found 
that at least 25 per cent. of its FHA 
loans were made to finance such ap- 
pliances, and feels that it is meeting a 


definite need in announcing this state- 
wide continuation of a similar program, 


q A plan for financing installment buy- 
ing of electric refrigerators is also un- 
der discussion among the Consolidated 
Edison Company, the National City 
Bank and leading dealers in electrical 
equipment. Although full details have 
not been worked out, the plan as con 
templated would operate along lines simi- 
lar to those previously employed for 
modernization loans under the FHA. 

The plan would provide for an ar 
rangement whereby the National City 
Bank, advancing the necessary funds 
through its personal loan department, 
would be guaranteed by the Consoli- 
dated Edison Company against loss up 
to 20 per cent. of the total loans made. 
This would correspond to the plan used 
for FHA modernization loans whereby 
the Federal agency put up a reserve 
fund equal to 20 per cent. 


G Dunlap C. Clark, president of The 
American National Bank of Kalamazoo, 
was named by FHA the chairman of ite 
general sponsoring committee for its 
clinic recently held in Kalamazoo. Some 
$600,000 of new financing under Title 
II was estimated to be the result of the 
six-day conference. This clinic was the 
only one of the series held in business 
centers of Michigan which a banker was 
asked to head. The selection was largely 
a tribute to the unusual activities of 
The American National Bank of Kala 
mazoo under the FHA plan. It has 
created 75 per cent. of all the Title I 
loans and over 50 per cent. of the Title 
II loans made in Kalamazoo, and is 
recognized as the leader in this field 
throughout Southwestern Michigan. 


Personal Loans 


@ Declared to be of interest to banks 
who now are in, or contemplate enter 
ing, the automobile and personal credit 
field, is the case pending before the 
Supreme Court which concerns the 
right of a state to regulate by law 
credit charges on installment sales. 
Indiana last year passed a measure 
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placing installment credit under con- 
trol of the petty loan division of the 
State's Department of Financial Insti- 
tutions. It empowered the department 
to lay down rules regarding rates and 
methods to be used in extending install- 
ment credit. One of the rules was a 
requirement that the difference between 
cash and credit should be specified in 
all charges made. 

General Motors Acceptance Corp. 
and the McHenry Chevrolet Co., ob- 
tained an injunction in the Federal 
Court at Indianapolis. An appeal was 
taken by Attorney-General Philip Lutz 
to the Supreme Court. 

“This is the first act of that nature 
in the entire United States,” Mr. Lutz 
said. “Big business, engaged in install- 
ment selling, always has contended that 
it was not violating usury laws because 
its charges were for credit extension 
and not interest rates. That is exactly 
what we contend. In this instance the 
state isn’t approaching the problem as 
though it were a matter of loans and 
interest rates, despite the fact that en- 
forcement is under the petty loan divi- 
sion. We are merely asserting that the 
state has a right to govern excessive 
credit charges on installment selling and 
it is not a matter either of interest rates 
or price-fixing.” 


qThe Morris Plan Company of San 
Francisco recently inaugurated the ‘“Ex- 
ecutive Loan,” which is made without 
comakers. This type of loan was 
originated because it was found that 
the substantial business executive usu- 
ally does not care to ask a friend to 
endorse his note. 

To qualify for one of these loans the 
prospective borrower must be a recog- 
nized executive of some business not 
his own and must have an annual 
salary from that source of $5000 a 
year or more. Salesmen and those in 
business for themselves, regardless of 
their incomes, are not classed as execu- 
tives. In addition to the salary and 
employment classification the applicant 
must, of course, be able to withstand 
a rigid credit investigation. 
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Beyond these formalities, the com- 
pany makes these executive loans in 
any amount up to $6000 on the same 
basis that its other loans are made. 
The face of the loan must be covered 
by the deposit of term life insurance 
to protect the company in case of the 
death of the borrower. 


q The installation of personal loan de- 
partments, automobile and household 
financing, interest charges for such 
loans, and even state legislation and 
discussion arising from these new de- 
velopments, make the following newly 
reduced rates of the Provident Loan 


Society of New York of interest to 


bankers. This new schedule was put 
into effect on April 1, by this Society 
which lends on pledge of personal prop- 
erty, such as diamonds, jewelry and 
silverware. ‘These are the lowest rates 
in its history. 
—New Interest Charge— 
If paid in 12 
Monthly 


Install- 
ments* 


Former 
Interest 
Charge For 
Full Year 
$.12 
3.00 
6.00 
12.00 
36.00 
52.00 
92.00 
172.00 


Amount 
of Loan For Full Year 


$1 $.12 

25 3.00 

50 6.00 
100 12.00 
300 36.00 
500 60.00 
1,000 120.00 
2,000 240.00 


$1.68 

3.30 

6.54 
19.50 
30.93 
54.03 
98.25 


*Multiples of $1. 


Started as a semi-philanthropic en- 
terprise in 1894, Provident Loan So- 
ciety has had as its officers and direc- 
tors some, of New York’s most promi- 
nent citizens. At present, Jeremiah 
Milbank is president, and among its 
directors are: George F. Baker, chair- 
man of the First National Bank, and 
Lindsay Bradford, president of the 
City Bank Farmers Trust Co. 


Real Estate Improvement 


@ Prices of real estate which the bank 
holds for sale have been increased, 
G. M. Wallace, president of the Se- 
curity-First National Bank of Los An- 
geles, has announced. 

“Prices of real estate in this section 
during the past few ‘years have been 
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Bank Buildings 


20 years’ experience in designing 
bank buildings qualify us to modern- 
ize your present quarters—or design 
new ones—in a satisfactory, economi- 
eal manner. Our survey may save 
you money. 


CHAS. A. HOLMES 
formerly of 
HOLMES & WINSLOW 
153 E. 38th Street - New York 


considerably below a conservative valua- 
tion,” he stated. “Sales at distress 
prices no longer are necessary or justi- 
fied and should not be permitted to 
constitute a depressant on a market 
already beginning to show signs of 
buoyancy. We have, therefore, de- 
cided on a moderate increase in the 
prices of such of our holdings as we 
are currently offering for sale.” 


Convention Dates 


STATE 


May 15-16—New Mexico Bankers Associa- 
tion, Raton. 
May 19-20 — Tennessee-Mississippi Bankers 
Association, joint convention, Memphis. 
May 19-21—Texas Bankers Association, 
Hotel Rice, Houston. 

May 20-21—South Dakota Bankers Associa- 
tion, Aberdeen. 

May 20-22—California Bankers Association, 
at Hotel Senator, Sacramento. 

May 20-22—Pennsylvania Bankers Associa- 
tion, Traymore Hotel, Atlantic City. 

May 21-22—Alabama Bankers Association, 
Jefferson Davis Hotel, Montgomery. 

May 21-22 — Arkansas Bankers Association, 
Arlington Hotel, Hot Springs. 

May 21-22—JIndiana Bankers Association, 
Indianapolis. 

May 21-22—Maryland Bankers Association, 
ni Hotel, Atlantic 

ty. 

May 21-23—New Jersey Bankers Association, 
Ambassador Hotel, Atlantic City. 

May 25-27—Illinois Bankers Association, St. 
Louis. 

May 27-28—Ohio 
Cleveland. 

May 28-31 — District of Columbia Bankers 
Association, The Greenbrier, White Sul- 
phur Springs, W. Va. 


Bankers Association, 


June 1-3—Iowa Bankers Association, Fort 
Des Moines Hotel, Des Moines. 

June (date unsettled) — Vermont Bankers 
Association, Country Club, Morrisville. 
June (date unsettled)—Rhode Island Bankers 

Association, Providence. 

June 7-12—North Carolina Bankers Associa 
tion, on S. S. Reliance, from Norfolk, Va., 
two days in Bermuda. 

June 11-13—Massachusetts Bankers Associa- 
tion, New Ocean House, Swampscott. 
June 12-13—North Dakota Bankers Associa 

tion, Bismarck. 

June 12-13—-Oregon Bankers Association, 
Multnomah Hotel, Portland. 

June 18-20—Washington-Idaho Bankers As 
sociation, Davenport Hotel, Spokane. 
June 18-20 — Virginia Bankers Association, 

at Cavalier Hotel, Virginia Beach. 

June 19-20—Colorado Bankers Association, 
Glenwood Springs. 

June 20-22—New York State Bankers As 
sociation, Lake George. 

June 22-23— Utah State Bankers Associa: 
tion, at Bryce Canyon. 

June 22-24—Wisconsin Bankers Association, 
Milwaukee. 

June 26-27 — West Virginia Bankers Asso 
ciation, Homestead, Hot Springs, Va. 
June 26-27—Wyoming Bankers Association, 

Casper. 

June 26-29—Michigan Bankers Association, 
Mackinac Island. 

July 1-3— Minnesota Bankers Association, 
Duluth. 

July 24-25—Montana Bankers Association, 
Old Faithful Inn, Yellowstone National 
Park. 

Sept. 3-4—Maine Savings Banks Association, 
Breakwater Court, Kennebunkport. 

Sept. 10-12—Savings Banks Association of 
Massachusetts, New Ocean House, Swamp: 
scott. 

Sept. 24-25—New York Savings Banks As 
sociation, Waldorf-Astoria, New York. 

Fall—Nebraska Bankers Association. 

Fall—Florida Bankers Association, Tampa. 


GENERAL 

May 13-15—National Association of Mutual 
Savings Banks, at Hotel Traymore, Atlantic 
City. 

May 21-23—National Safe Deposit Convem 
tion, at St. Louis. 

June 8-12—National Association of Credit 
Men, John Marshall Hotel, Richmond, Va. 

June 8-12—American Institute of Banking, 
at Olympic Hotel, Seattle. . 

Sept. 14-17—Financial Advertisers Associa’ 
tion, Nashville, Tenn. 

Sept. 21-24—American Bankers Association, 
St. Francis Hotel, San Francisco. 

Oct. 7-9—Mortgage Bankers Association of 
America, Hotel Peabody, Memphis, Tena. 

Dec. 2-6—Investment Bankers Association of 
America, Bon Air Hotel, Augusta, Ga. 





BOOKS FOR BANKERS 


A HunpRED YEARS OF JOINT STOCK 
BANKING. By W. F. Crick and J. E. 
Wadsworth. London: Hodder & 
Stoughton, 1936. Pp. 464. Price 15 
shillings. 


Tuts volume is the history of the 
growth of the present Midland Bank 
of London, England, from the time of 
its first organization as the Birmingham 
and Midland Bank in 1836 down to 
the present time. While it is essen- 
tially the story of the development of 
a single institution, it also provides an 
analysis of the banking experience of 
the period covered. Of particular value 
in this connection are the first chapter 
—“The Background: English Banking 
in Modern Times”; and the tenth and 
eleventh chapters — “Consolidation in 
London Banking” and “The Welded 
Whole.” 

The growth of the Midland Bank 
to its present size—one of the half 
dozen largest banks in the world—is 
due primarily to a series of consolida- 
tions which were effected during the 
century of its life. In some periods, 
the amalgamations were frequent and 
the consequent increase in size rapid 
and, at other times, additions were few 
and the efforts of its managers were 
devoted largely to the process of in- 
ternal consolidation. It is noticeable 
that mergers were more frequent from 
1890 on than they were during earlier 
years, culminating in a consolidation 
with the great London Joint Stock 
Bank in the last year of the War, 1918. 

It is interesting to note that it was 
not until 1891 that the Midland first 
gained a foothold in London by the 
merger with it of the Central Bank 
of London. Prior to that time, the 
Midland Bank had been a_ provincial 
bank with no offices in London. That 
its roots to the present day lie outside 
the metropolitan area is evidenced by 
the fact that, since that time, the 
majority of its consolidations have been 
with provincial institutions. 


The real value of this volume to the 
American banker does not lie in the 
history of an English bank, interesting 
as that may be, but rather in the view 
which it presents of the development 
of banking in England and the lessons 
of use here which may possibly be de- 
rived from its study. 

It is particularly interesting to the 
banker who has lived through the long 
series of bank failures in this country 
and who has been repeatedly told that 
such things have not been happening 
in England to learn that during a 
large part of the nineteenth century, 
bank failures were of frequent occur- 
rence in that country and that there 
were periods when the number of bank 
failures were comparable—due con- 
sideration being given to the size of 
the country and the banking resources 
—with our experience in recent years. 

It is also significant to learn that one 
of the major causes contributing to the 
reduction in the number of banks, both 
by failure and consolidation, lies in 
the improved means of transportation 
which made it possible for a business 
center to serve effectively an increas 
ingly large area. In the case of Eng- 
land, it }was the development of the 
railroad; in this country, it has been 
the growing use of the automobile. 

For this and other reasons which 
are developed in this volume, the reader 
cannot help but be impressed with the 
fact that a development of branch 
banking, effected largely through con- 
solidations, may not be the logical and 
perhaps the inevitable solution of the 
banking problems with which our own 
country is affected. Certainly, a pe- 
rusal of this volume cannot help but 
give food for thought along this line. 

This book is well illustrated with 
maps and diagrams which improve its 
utility, especially for the American 
reader. There are several portraits of 
the leaders of the bank, and brief 
biographies of four of them. It is con- 
cluded with an excellent index. 
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Our Sitver Depacite. By Ray B. 
Westerfield. New York: The Ronald 
Press Co., 1936. Pp. VII, 214. Price 
$2.50. 

Or all the policies followed by the 
present Federal administration which 
are subject to justified criticism, the 
most indefensible, the most wasteful, 
the most destructive, not only of na- 
tional but of international welfare, and 
most outstanding is unquestionably the 
policy in regard to silver. 

Much has been written in recent 
months exposing those fallacies and 
their evils, but the major portion of 
this material has been in the form of 
magazine and newspaper articles, easily 
mislaid and necessarily too brief to 
permit the rigorous analysis which the 
subject demands. It is a pleasure, there- 
fore, to find the present volume, 
which is brief enough to be quickly 
read yet long enough to give an ex- 
planation intelligible to those who are 
not expert in this field. Moreover, this 
book is from the hand of one whose 
knowledge of this subject and whose 
standing among bankers and economists 
gives authority to what he says. 

The author takes up in turn the 
experience with silver during and im- 
mediately following the World War, 
the political phases of the silver ques- 
tion, the various bills affecting silver 
which have been passed during recent 
sessions of Congress, the alleged and 
the actual relationship of silver to the 
depression in this country, the claims 
of the silverites of the benefits to be 
conferred on China by the policies they 
advocate and the actual disastrous re- 
sults to that country, the effect on our 
policy on Mexico and India, the in- 
evitable ill effects to our own country, 
effects which are sure to be more bane- 
ful than any so far experienced, the 
political intrigues which have made all 
this possible, and, finally, some sugges- 
tions as to a sound and practical proce- 
dure to stop further losses and gradu- 
ally permit the country to work its 
way out of the existing morass into 
which it has been thrown. 
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This little volume should be in ¢ 
hands of every banker. If he is 9 
familiar with the subject, it will @& 
lighten him. If he has already studig 
it, it will analyze the question for 
and sum up weighty and cogent arg 
ments which he will undoubtedly haj 
many occasions to use. 


THE PROBLEM OF INVESTMENT. 

F. I. Shaffner. New York: Joh 

Wiley & Sons. $3.00. j 
THE author deals with the problem § 
investment in its broader aspects rath 
than attempting analysis of sped 
phases of finance. The unhappy-é 
periences of investors during the pa 
decade are reviewed, material deriv 
from recent Senate investigations ful 
nishing many cases in point. Dange 


confronting the security purchaser, m 


are brought 


ordinarily manifest, 
light. ‘. 
Considerable space is devoted to ff 
legal status of the investor. Thorow 

discussion reveals that, in many ii 
stances, the technical legal rights % 
the stockholder and bondholder do & 
afford expected protection in corpora 

entanglements. 4 


Commenting on the business 
and its effect on security prices, D 
Shaffner concludes that plans for 
stabilization of industrial activity 
impractical; furthermore, that in 
present complex economic  systel 
future fluctuations of the cycle 
more apt to be pronounced than Bt 
sened. Instead of relying on faw 
panaceas and regulatory legislation f 
protection, it is suggested that the @ 
vestor be constantly vigilant. 
procedure is considered necessary 1 
avoid not only apparent risks, but alg 
new problems arising out of taxatiol 
inflation, contract repudiation and OI 
stitutional interpretation. It is recon 
mended that the layman seek expe 
guidance in the handling of. his invet 
ment problems. It is believed that, 4 
a general rule, investment counsel a 
vice should prove the best safeguatt 








